Google 



This is a digital copy of a book lhal w;ls preserved for general ions on library shelves before il was carefully scanned by Google as pari of a project 

to make the world's books discoverable online. 

Il has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one thai was never subject 

to copy right or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 

are our gateways to the past, representing a wealth of history, culture and knowledge that's often dillicull lo discover. 

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 

publisher lo a library and linally lo you. 

Usage guidelines 

Google is proud lo partner with libraries lo digili/e public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order lo keep providing this resource, we have taken steps to 
prevent abuse by commercial panics, including placing Icchnical restrictions on automated querying. 
We also ask that you: 

+ Make n on -commercial use of the files We designed Google Book Search for use by individuals, and we request thai you use these files for 
personal, non -commercial purposes. 

+ Refrain from automated querying Do not send automated queries of any sort lo Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attribution The Google "watermark" you see on each lile is essential for informing people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use. remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 

countries. Whether a book is slill in copyright varies from country lo country, and we can'l offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liability can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through I lie lull lexl of 1 1 us book on I lie web 
al |_-.:. :.-.-:: / / books . qooqle . com/| 



•l •< 



CREDIT AND BANKING 



J 



Institute of IS antes in j&toilanir 



LECTURES 



ON 



CREDIT AND BANKING 



DELIVERED AT THE REQUEST OF 



C{j* Camral tsi % fnattitrf* joI § ankers in SLtnthxib 



BY 

HENRY DUNNING MACLEOD, M.A. 

OF TRINITY COLLEGE, CAMBRIDGE, AND THE INNER TEMPLE, BARRISTER-AT-LAW J 

SELECTED BT THE ROYAL COMMISSIONERS FOR THE DIGEST OF THE LAW TO PREPARE 
THE DIGEST OF THE LAW OF BILLS OF EXCHANGE, BANK NOTES, ETC. 

LECTURER ON POLITICAL ECONOMY IN THE UNIVERSITY OF CAMBRIDGE 

LONDOflKOpLDj^ 
LONGMANS, GREEN, READER, AND DYER 



1882 

THE AUTHOR RESERVES THE RIGHT OF TRANSLATION 






A r - 



LONDON: 

PanrriD bt A. P. Blundkll & Co 
26, Gabxjck Hill, E.C. 



'•» 



TO 

JAMES SIMPSON FLEMING, Esq., 

CASHIER AND GENERAL MANAGER OF THE ROYAL BANE 

OP SCOTLAND 

PRESIDENT OP THE COUNCIL OP THE INSTITUTE OP BANKERS 

IN SCOTLAND 

AND TO THE OTHER MEMBERS OP THE COUNCIL 

Gentlemen, 

I have great pleasure in laying before you 
the Lectures on Credit and Banking which I have delivered in 
Edinburgh and Aberdeen, at your request, in the present session 

The most eminent and advanced Economists in the world 
are now satisfied that Ancient authors were right in holding 
Exchangeability, or the Capability of being bought and sold, to 
be the sole essence and principle of Wealth : and that anything 
whatever which can be bought and sold is Wealth, whatever its 
nature may be : and that, consequently, the Science of Wealth, or 
Economics, is the Science of Exchanges, or of Commerce, in its 
widest extent and in all its forms and varieties 

The business of Banking, as we understand it, was first 
practised in Europe by the Romans. The complete Theory of 
Credit was developed and brought to absolute perfection by the 
Roman Lawyers, and is contained in the Pandects of Justinian, 
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and has been the Mercantile Law of Europe for 1,300 years : it 
is exhibited in all the great Continental Jurists : but it has not 
hitherto found its way into any work on Political Economy 

Every Mercantile Lawyer is well acquainted with the Theo- 
retical principles of Credit : but very few ever see their practical 
application in the business of Banking : while young men enter 
into the business of Banking, and may, no doubt, acquire great 
practical skill in their profession, but they never acquire a 
knowledge of the scientific principles on which their business 
is based 

The object of the present course of Lectures is to explain 
the general nature of the Science of Economics, or of Commerce, 
and of Banking as a department of it : to popularise the great 
Juridical and Mathematical Principles of Credit : and to shew 
their practical application in the business of Banking 

Not only have the most eminent Economists in Europe and 
America declared their adhesion to the system of Economics 
developed in my works, but several Mathematicians of the highest 
eminence have expressed their entire approval of the method in 
which I have applied the Principles of Mathematics to the 
phenomena of Economics : as, indeed, they could not fail to do, 
when the facts were rightly understood 

I must express my extreme gratification at the interest and 
attention which these Lectures received from my audiences in 
Edinburgh and Aberdeen : and the extraordinary and unexpected 
excellence, of the papers sent in by the Candidates who presented 
themselves for Examination. A very large proportion of them 
shewed that they had thoroughly grasped the abstruse and subtle 
Principles of Mercantile Law and Algebra upon which the Theory 
of Credit is based : and their papers were models of excellence 
both in matter and style 
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The Theory of Credit and Banking is now reduced to the 
strictest scientific demonstration : and I cannot but hope that 
the Council will aid in diffusing a knowledge of it among the 
younger members of their profession 

It was the former pride of Banking to be associated with 
Learning. It was the great Bankers of Florence who were the 
great restorers of learning in modern times. It was their pride 
and their glory to lavish their treasures in searching every corner 
of Europe for the lost works of antiquity 

Along the banks where smiling Arno sweeps 

Was modern Luxury of Commerce born, 

And buried Learning rose redeemed to a new morn 

And if it was so glorious a thing in the fifteenth century for 
the Bankers of Florence to restore learning on the banks of Arno, 
it will be an equally glorious thing in the nineteenth century for 
the Bankers of Scotland to celebrate the union of Learning and 
Commerce on the shores of Forth and Dee 

I am, 

Gentlemen, 

Your most obedient servant, 
HENRY DUNNING MACLEOD 
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ON CREDIT AND BANKING 



LECTURE I 

ON THE GENERAL SCIENCE OF ECONOMICS, AND 
ON BANKING AS A DEPARTMENT OP IT 

Mr. President and Gentlemen, 

When I appear before you to address you on the subject of Credit 
and Banking, some of you perhaps may think of the pedagogue 
who lectured Hannibal on the duties of a Commander-in-Chief. And 
if I had the temerity to offer to you, Mr. President, and the other 
magnates of the profession, instruction on the art of managing a 
Bank, I should no doubt be justly amenable to such a censure. 
But I need hardly say that such is not in any way the purpose of 
the present course. The practical management of a Bank and 
the general theory of Credit and Banking are perfectly separate 
and distinct. The successful management of a Bank depends 
chiefly on the accurate knowledge of the mercantile character of 
individuals, which can only be obtained by constant local vigilance, 
and the circumstances of the various branches of trade at any 
given time : but Credit and Banking form a department of the 
great science of Political Economy, or Economics, which is 
absolutely universal and has been the same in all ages and 
countries 

The first thing to be done, however, is to come to a clear and 
distinct understanding as to what the science of Political Economy 
or Economics is. "We have heard a great deal lately about the 
Laws of Political Economy: but how many persons have a 
distinct idea of what Political Economy is, and what the Laws of 
Political Economy ai*fj^Mh£jft that Political Economy is 




now undergoing one of those transitions wnich have taken place 
in every science : and in order to make the subject intelligible I 
must begin by giving you an outline of this transition, and 
explaining to you clearly what the most modern Economists mean 
by the science of Economics 

Revolutions and Transformations have taken place in all the Ghreat 

Sciences 

Every one of the great sciences in the course of its history has 
undergone a complete transformation from the mode in which it 
was conceived by its founders ; and there is also a stage at which 
it becomes necessary to introduce more powerful and refined 
methods of investigation, more comprehensive forms of expression, 
and more minute and exact observation 

Sydney Smith has expressed the case in his usual lively way— 
" Nothing will do in the pursuit of knowledge but the blackest 
ingratitude — the moment we have got up the ladder we must kick 
it down — as soon as we have passed over the bridge we must let 
it rot — when we have got upon the shoulders of the ancients we 
must look over their heads. The man who forgets the friends of 
his childhood is base : but he who clings to the props of his 
childhood in literature [and Science] must be content to remain 
as ignorant as he was when a child. His business is to forget, to 
disown, to deny, and to think himself above everything which baa 
been of use to him in time past : and to cultivate exclusively that 
from which he expects future advantage " 

This exactly expresses the case with the science of Political 
Economy, or Economics as it may be more aptly called, at the 
present day. Up to the present time there have been two great 
schools of Economists, each of whom has done great, glorious, and 
immortal services to mankind. But making ample acknowledg- 
ment of the priceless services done by these two preceding schools 
of Economists, the fact is that the Political Economy of Adam 
Smith, Ricardo, and Mill is now exhausted — it is a caput mortuum 
from which no farther good can be extracted: it is wholly 
incapable of grasping the great Economic problems which demand 
solution at the present day, namely, Credit, Banking, and the 
Foreign Exchanges. In fact this school of Economists have 
abandoned all these questions in hopeless despair 



Character of former Economic Contests 

Highly as we may esteem the great Economists of this and 
other countries it is essential to remember the character of 
Economic contests up to the present time. They have been 
almost wholly destructive. The first Economists found the public 
mind and the administration infected with an immense mass of 
rooted prejudices, errors, and abuses. Their first efforts were 
therefore directed to sweep these away — to beat down and abolish 
false doctrines of various kinds, to extirpate bad and mischievous 
laws interfering with the natural order of things: to abolish 
legislative interference with wages, with prices, and the commer- 
cial intercourse of nations: to establish, in fact, freedom of Com- 
merce or Exchanges: and so far as this Economists of all schools 
are agreed 

The Time has now come for a Positive Science of Economics 

But while Economists of all schools are agreed on what was the 
destructive portion of their science, when we come to the Construc- 
tive or Positive Science this agreement is at an end. Nothing 
can be more astonishing or lamentable than the differences of 
doctrine, and the antagonism of Economists on almost every point 
in the Science, so as to create a widely spread impression that 
there is no such intelligible Science at all as Economics : an im- 
pression which I hope I shall remove from your minds by the 
considerations I shall lay before you 

Many indeed suppose that the establishment of Free Trade is 
the whole end and aim of Political Economy: but nothing can be 
more erroneous. The destruction of protection was only the 
first fruits of the struggle of the infant Science, like Hercules 
strangling the serpents in his cradle, and not its consummation. 
In fact it only clears the ground and removes obstructions from the 
creation of the positive science. During the heat and the turmoil 
and the dust of the battle to establish a great practical principle, 
there is no time to attend to the niceties of language, and the 
exact expressions of science. But now that the great victory is 
won, and men are able to sit down in a calm inquiring spirit, the 
time has come l^flHHkfe deliberate, and systematic re-survey 
of the whole 




No one is more sensible than I am of the immortal services 
rendered by the two preceding schools of Economists — that of 
Turgot, Quesnay, and their followers— and that of Smith and his 
followers — and I should never wish in the slightest degree to 
extenuate or diminish the glorious triumphs achieved by them. 
But in all sciences there is progress: and it is the constant fortune 
of scientific systems to be succeeded and superseded by those of a 
superior order. Every science is greater than any of its culti- 
vators. Astronomy is greater than Hipparchus, than Ptolemy, 
than Copernicus, than Kepler — greater even than Newton 
himself. So Economics is greater than Turgot, than Quesnay, 
than Smith, than Mill. To every one who has done good service 
let us pay rational respect, but not abject idolatry. No one, how- 
ever eminent, is now permitted to be a despot in science, and 
chain up the human mind, and arrest the progress of thought. As 
Ptolemy s&id— " He who studies Philosophy must be a freeman in 
mind," and making the most ample acknowledgments for the 
services rendered by the preceding schools of Economists, scientific 
truth compels me to say that their systems are now exhausted and 
are inapplicable to great Economic problems of the present day, 
and those which chiefly concern you, namely Credit, Banking, 
and the Foreign Exchanges. To understand these subjects 
properly we must adopt a far wider and more comprehensive 
system of Economics than has hitherto prevailed : one which I am 
happy to say is now gaining the ascendency throughout the world . 
As a matter of fact, the most eminent and advanced Economists 
in Europe and America have declared their adhesion to this en- 
larged and expanded system of Economics which I have been 
advocating for 25 years ; which has given the solution of those 
questions of Credit and Banking which entirely baffled the pre- 
ceding schools of Economists : and by the acknowledgment of all 
practical men of business, has finally set at rest th#t terrible 
Currency Question which has agitated and convulsed this country 
for three quarters of a century 

Object of the Present Course of Lectures 

The object of the present course of Lectures is — 
1. To explain the nature of that enlarged and expanded system 
of Political Economy, now usually termed Economics, which em- 
braces Credit and Banking 



2. To explain, in as popular a manner as the nature of the 
subject admits of, the great Juridical principles of Credit 

3. To show their practical application in the mechanism of the 
business of Banking 

4. To declare the public right of issuing notes and other instru- 
ments of Credit, as now finally determined by the Supreme Courts 
of Law 

5. To explain the Right of Foreign Banks to open Branches in 
England 

Bacon and other Philosophers have declared that Political Economy 

is a Physical Science. 

And now that I am going to bring before you one of those 
revolutions which have taken place in all sciences, I trust that you 
will bear with me while I make a few preliminary remarks which 
will greatly conduce to explain to you the nature of the case 

It is sometimes said that Bacon was the father of all modern 
physical philosophy: that he first shewed the way by which all 
modern sciences were created. This is to a certain extent true, 
but it is very far indeed from expressing the distinctive merits of 
the Baconian Philosophy. The inductive spirit was not the crea- 
tion of Bacon, but it was the product of the European mind of 
the 16th century. Galileo and other physical philosophers created 
Physical Sciences wholly independent of Bacon. But the dis- 
tinctive merit of Bacon has never yet been sufficiently appreciated. 
He did not create any special physical science: and it is just 
possible that the Physical Sciences might have been just as far 
advanced at the present time if he had never written a line. But 
Bacon did something far higher than creating any single science : 
he created the Science of creating sciences. He formed in his 
stupendous mind the everlasting canons of Inductive Logic by 
which all alleged sciences must be tested. He pointed out the 
methods by which the Physical Sciences must first be created: and 
then he had the marvellous prescience to perceive that the same 
principles of reasoning by which the Physical Sciences were to be 
created must be applied to the creation of the Moral and Political 
Sciences. That is the matchless and undivided glory of Bacon. 
Before there was a single Physical Science in existence he laid 
down the everlasting canons by which all Physical Sciences must 
be created, and then he had the miraculous sagacity to perceive 
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that in the Natural Sciences are to be found the types and 
standards of reasoning which are to guide us in the creation of 
Moral and Political Science. He inculcated the study of Physical 
Science, it is true, for its own sake, but not for its own sake only, 
but as the foundation of Moral Science. It is his transcendent 
merit to have been the first to perceive and to proclaim with the 
voice of a trumpet the great doctrine of the Continuity of the 
Sciences. He calls Natural Philosopny the great nursing mother 
of all the sciences, and complains bitterly of the damage they all 
sustained by being separated from her. And the progress of 
science has exactly verified the prescience of Bacon. The Induc- 
tive spirit was the product of the European mind in the 16th 
century : and it was first applied to the creation of the Physical 
Sciences : and Political Economy was the product of the European 
mind in the 18th century. For Political Economy is nothing but 
the attempt to apply to the phenomena of Society the same spirit of 
exact reasoning as had been applied to the phenomena of the material 
world. In the very short time at my disposal I can but touch 
very briefly on this point; I can only say that since Bacon innu- 
merable writers have maintained the same doctrine ; but I can 
only cite a few sentences from Mill 

He says — " The backward state of the Moral Sciences can only 
be remedied by applying to them the methods of Physical Science 
duly extended and generalised " 

In another place he says, — " This truth is exemplified by the 
history of the various branches of knowledge which have succes- 
sively in the ascending order of their complication assumed the 
character of sciences, and will doubtless receive fresh confirmation 
from those of which the scientific constitution is yet to come, and 
which are still abandoned to the uncertainties of vague and 
popular discussion. Although several other sciences have 
emerged from this state at a comparatively recent date, none 
now remain in it except those which relate to man himself, the 
most complex and most difficult subject of study on which the 
human mind can be engaged. If on matters so much the more 
important with which the human intellect can occupy itself a 
more general agreement is ever to exist among thinkers — if 
what has been pronounced the proper study of mankind is 
not destined to remain the only subject of which philosophy 
cannot succeed in rescuing from empiricism — the same pro- 



cesses through which the laws of many simple phenomena have 
by general acknowledgment been placed beyond dispute must 
be consciously and deliberately applied to these more difficult 
inquiries. If there be some subjects on which the results obtained 
have finally received the unanimous assent of all who have 
attended to the proofs, and others on which mankind have not yet 
been equally successful : on which the most sagacious minds have 
occupied themselves from the earliest date, and have never suc- 
ceeded in establishing any considerable body of truth so as to be 
beyond denial or doubt, it is by generalising the methods 
successfully followed in the former inquiries (that is in the 
various physical inquiries) and adapting them to the latter that 
we may hope to remove this blot on the face of science " 

Thus you will see that in these passages Mill exactly agrees 
with Bacon, and asserts that Political Economy, or Economics, 
which is a Moral Science, is to be constructed on exactly the same 
principles and by the same course of reasoning that Physical 
Sciences are 

Application of these remarks — Nature of a Physical Science 

I propose now to show you the application of these remarks ; 
and to explain what is meant by saying that Economics is a 
Physical Science 

A Physical Science is a body of phenomena, or facts, all 
relating to a Single Central Idea or Quality : and the 
business of the science is to discover the Laws of these phenomena ; 
that is, to discover the causes which produce certain effects. But 
it is essentially requisite that these effects should be capable of 
Numerical Measurement. And the object of the science is to 
determine and express in exact language the causes which produce 
changes in the numerical relations of these effects 

As for example, the Science of Mechanics is the Science of 
Force ; and the object of the science is to determine the numerical 
effects produced by Force. So each of the other physical sciences, 
such as Optics, Heat, Electricity, &c, relates to the phenomena or 
facts concerning some single central idea or Quality 

But there is one fundamental principle relating to all these 
sciences to which I murt_4HMtt^frdirect your attention, as it will 
be found to be of iifliil^^^HHftlllEtance in the science with 
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which we are concerned this evening. It is this — the special Idea 
or Quality which is the basis of the science may appear in sub- 
stances of the most unlike natures, and which agree in no other 
respect than in the possession of that Quality. But all these 
substances, or natures, however unlike or dissimilar they may be 
in other respects, so long as they agree in possessing that single 
Quality on which the Science is based, must be counted as elements 
or constituents in the Science 

As for example : Mechanics is the science of Force. And a 
Force is defined to be " Anything which causes or tends to 
cause a change in a body's rest or motion " 

Now that word Anything is of a very wide nature: and 
there are many distinct kinds of things which exert Force. Some 
Forces are material, such as men and animals : other Forces are 
incorporeal and invisible and intangible, such as gravity, electricity, 
&c, other Forces are explosive, such as gunpowder, dynamite, &c. 
There are the Forces of the wind, steam, &c. Again some Forces 
act continuously and perpetually, like gravitation : other Forces 
produce their full effect in a single impulse, as a blow. But all 
these various things are mechanical Forces, because they all 
possess the common Quality of producing changes in the rest or 
motion of bodies. And yet they have no other Quality in common. 
What can be more different than man and the force of gravitation ? 
or gunpowder, or dynamite ? And yet all these distinct kinds of 
things are included under the common name of Force 

Economics as a Physical Science 

Now it is universally agreed that Political Economy, or 
Economics, is the Science which treats about things in so far as 
they are Wealth, and is the body of phenomena or facts relating 
to that Single Quality which constitutes them Wealth. If then 
Economics is a Physical Science, and to be constructed after the 
manner of a Physical Science, we must first search for * that 
Quality of things which constitutes them Wealth. And when 
we have determined what that single Quality is, we must search 
for and discover how many distinct kinds of things there are 
which possess that single Quality : and then they must all be 
classed and included under the term Wealth, no matter how 
dissimilar they may be in other respects : and even though they 



may have no other Quality in common than that single one which 
constitutes them Wealth. Nay more, arguing from the analogy 
of Physical Science we should naturally expect that there would 
be several distinct orders of Quantities which possess the attribute 
which is the essence of Wealth, just as diverse in their natures as 
man and gravitation. And just as the principles of Natural 
Philosophy compel us to class man and gravitation equally as 
Forces : so the principles of Natural Philosophy compel us to class 
Quantities as diverse in their natures equally as Wealth 

We have now to determine what that single Quality is which 
constitutes things Wealth: and I hope that in inviting your 
attention to this word you will not think that I am going to 
amuse you with vain logomachy or curious speculation. On the 
contrary, this word is the basis of a great Science : and there is 
none probably which has so seriously influenced the history of the 
world and the welfare of nations according to the meaning given 
to it at various periods 

For many centuries the legislation of every country in Europe 
was moulded by the meaning given to the word Wealth. The 
eminent French Economist, J. B. Say, says that during the two 
centuries preceding his time fifty years were spent in wars directly 
originating out of the meaning given to this word. Speaking of 
the Mercantile System which prevailed so long, another Economist, 
Storch, says, " It is no exaggeration to say that there are few 
political errors which have produced more mischief than the 

mercantile system It has made each nation regard 

the welfare of its neighbours as incompatible with its own: hence 
their reciprocal desire of injuring and impoverishing one another: 
and hence that spirit of commercial rivalry which has been the 
immediate or remote cause of the greater number of modern wars. 

In short, where it has been the least injurious it 

has retarded the progress of national prosperity : everywhere else 
it has deluged the earth with blood : and has depopulated and 
ruined some of those countries whose power and opulence it was 
supposed it would carry to the highest pitch " 

So Whately says — " It were well if the ambiguities of this 

word had done no more than puzzle philosophers It 

has for centuries done more, and perhaps for centuries to come 
will do more to retard the progress of Europe than all other 
causes put together." 
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These extracts, which are nothing but the literal truth, show 
you the importance and the gravity of the inquiry into which we 
are about to enter. I hope that we may do something this 
eveniug to remove this reproach : and that the words I am going 
to say may not vanish from your minds as if they were written in 
sand on the seashore : but rather be as if they were written with 
an iron pen, and graven on the rock for ever ! 

Definition of Wealth 

We have now then to search for that single quality which con- 
stitutes things Wealth ; and then we must search for all the 
distinct kinds of Quantities which possess that Quality; and 
which therefore satisfy the definition of Wealth ; and are therefore 
to be included under the title of Wealth, however diverse otherwise 
they may be in form 

Now Aristotle, the Greek Philosopher, says — 

X/ny/AciTa 8e Xeyoficv irdvra o&tov rj afi'a vofua/um fi€Tp€iTai. 

"And we call Wealth all things whose Value can be 
measured in money" — that is everything which can be bought and 
sold or exchanged. And all ancient writers, without exception, 
held that Exchangeability, or the capability of being bought 
and sold, is the sole essence and principle of Wealth. Thus the 
eminent Roman Jurist, Ulpian, says — 
" Ea enim Res est quae emi et venire potest." 
" For that is Wealth which can be bought and sold." 
Now here we have a perfectly good definition, or General Con- 
ception, which satisfies the rule I have laid down : and is therefore 
fitted to form the basis of a great Science. It is a conception as 
wide and general as the mechanical definition of Force. And 
that single sentence of Aristotle is the germ out of which the 
whole Science of Economics is to be evolved, just as the huge oak- 
tree is developed out of the tiny acorn ! 

Having then adopted Exchangeability, or the capability of 
being bought and sold, as the sole essence and principle of Wealth, 
we have next to discover how many distinct orders of Quantities 
there are which satisfy this definition 

Now, first, there are Material Things, such as lands, houses, 
cattle, money, jewelry, &c, which can be bought and sold. Every 
one now-a-days admits these things to be Wealth : and therefore 
I need say nothing more about them here 
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There are however other things, or Orders of Quantities, which 
can be bought and sold ; and in modern times there has been a 
vast amount of controversy as to whether they should be admitted 
to be Wealth or not ; and it is to these kinds of Quantities that I 
shall now direct your attention 

Ancient Dialogue, named the Eryxias, to shew that Labour is 

Wealth 

There is a very remarkable work of antiquity which is the 
earliest regular treatise that I am aware of, on an economical 
question. It is a dialogue called the Eryxias, or on the Meaning 
of Wealth. This dialogue is to the following purport. The 
Syracusans had sent an embassy to Athens ; and the Athenians 
had sent a return embassy to Syracuse. As the Ambassadors 
were entering Athens on their return, they met Socrates and a 
party of his friends, with whom they entered into conversation. 
One of them said he had seen the richest man in all Sicily. 
Socrates immediately started a discussion on the nature of wealth. 
Eryxias said that he thought on the subject as everyone else did : 
and that to be wealthy meant to have much money. Socrates 
asked him what kind of money he meant, and he described several 
different kinds of money. He said that at Carthage they used as 
money leather discs in which something was sewn up, but no one 
knew what it was ; and he who possessed the greatest quantity of 
this money at Carthage was the richest person there ; but at 
Athens he would be no richer than if he had so many pebbles 
from the hill. At Lacedaemon they used iron as money, and that 
useless iron ; he who possessed a great quantity of this at Sparta 
would be wealthy, but anywhere else it would be worth nothing. 
In Ethiopia, again, they used carved pebbles, which were of no 
use anywhere else. Among the nomade Scythians a house was not 
wealth, because no one wanted a house, but greatly preferred a 
good sheepskin cloak. He then asked why some things were 
Wealth, and other things were not Wealth? Why were some 
things Wealth in some places and not in others? Socrates 
showed that whether a thing is Wealth or not, depends entirely 
upon Human Wants and Desires. That things are 
Xfn/fuxra, or Wealth, where they are xPW L ^ a > that is, where they 
are wanted and demanded 
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Thus we see that though many persons might be puzzled at the 
meaning of Wealth, there is no possibility of mistake when we 
refer to the Greek, because xPW aTa f which is the usual word for 
Wealth, comes from xpao/Acu, to want or demand : consequently 
the word xPW aTa > or Wealth, means simply anything whatever 
which is ivanted and demanded, no matter what its nature 
may be 

Thus you see that it is human wants and desires which alone 
constitute anything Wealth. Anything whatever which people 
want and demand and are willing to pay for is Wealth, whatever 
its nature may be : and anything which no one wants or demands 
is not Wealth 

Socrates showed that gold and silver are only Wealth so far as 
they can obtain for us what we want and demand : and that if we 
can use anything else to obtain what we want and demand in the 
same way as gold and silver, such things are Wealth just for the 
same reason that gold and silver are 

Socrates then instanced professors and persons who gained 
their living by giving instruction in the various sciences. He 
said that persons got what they wanted in exchange for this 
instruction, just as they did for gold and silver : and consequently 
that the Sciences are Wealth (at e iirHTTrjfiai xp l if laTa ovaai) : and 
that those who are masters of such sciences are so much the richer 

(irXovvidiTtpoi) 

Now, in instancing the sciences as Wealth, that of course is a 
general term for Labour : because Labour in Economics is any 
exertion of human ability or energy, which is wanted, demanded 
and paid for. Thus the author of this dialogue expressly classes 
Labour under the term Wealth. And this exactly agrees with 
Aristotle's definition that everything is Wealth whose Value can be 
measured in money : because if you want a person to do any 
Labour or Service for you, and you pay him for such Labour or 
Service, its Value is measured in money as exactly as if it were a 
material chattel. Suppose that you give 50 guineas for a horse, 
aud also give 50 guineas for the opinion of an eminent Counsel, 
the value of the opinion is measured in money as exactly as the 
value of the horse. And therefore they are both equally Wealth. 
And in fact all modern Economists treat Labour as a commodity 
which can be bought and sold, and is subject to exactly the same 
Laws of Value as any material chattel 
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This dialogue clearly enforces a doctrine which is of the 
greatest importance in Economics — namely, that there is nothing 
which is in its own nature and absolutely Wealth. Whether a 
thing is Wealth or not depends solely upon human Wants and 
Desires. That is, Exchangeability is the sole essence and 
principle of Wealth. Things are Wealth only in those places and 
at those times where and when they are Exchangeable : that is 
where and when they are Wanted and Demanded: and 
consequently they cease to be Wealth, when they cease to be 
exchangeable, that is when and where they cease to be wanted 
and demanded. Therefore the very same thing may be Wealth 
in some places and not in others ; and at some times and not at 
others 

We have thus already found two distinct kind of things which 
can be bought and sold, or whose Value can be measured in money 
(1) Material things which can be seen and handled, such as Money, 
cattle, corn, &c, and (2) things which can neither be handled nor 
seen, but which can yet be bought and sold : and though these 
two kinds of things have nothing in common except the capability 
of being bought and sold, they are each comprehended under the 
term Wealth 

Now in including Labour under the term Wealth, that is merely 
saying that Personal Qualities are Wealth ; because 
Labour of all sorts is only the exercise of Personal Qualities. And 
all Economists since Smith expressly include Personal Qualities 
under the title of Wealth : because persons can make an income 
by their employment. J. B. Say, the French Economist, desig- 
nated them as Immaterial Wealth, because they are Wealth, 
but not embodied in matter 

General Bute of Roman Law that Bights are Wealth 

But there is yet another Order of Quantities quite distinct 
from the two preceding ones, which can be bought and sold, or 
exchanged, and whose Value can, therefore, be Measured in 
Money; and it is to this class of Quantities that I would request 
your earnest attention, because it is the one which chiefly 
jconcerns the Members of this Institute : and it is the one 
which modern Economists have the greatest difficulty in under- 
standing. - 
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Suppose that I pay a sum of Money into my account at my 
banker's, what becomes of that money ? It becomes the 
absolute property of the banker, to deal with it in any way he 
pleases. I transfer the property in the Money to the banker. 
But I do not make him a present of the money. I get something 
in exchange for it. And what is that something ? In exchange 
for the Money the banker gives me a Credit in his books, which 
is a Bight of Action to demand an equivalent sum of 
Money from him at any time I please. Furthermore, the banker 
agrees that I shall have the right to transfer this Eight of Action, 
in the form of a Bank Note or Cheque, to any one else I please ; 
and the person to whom I transfer it may transfer it to anyone 
else he pleases : and so this Eight of Action may pass through 
any number of hands, and effect any number of exchanges, 
exactly like an equal sum of Money 

Now this Bight of Action is termed a Credit ; because 
any person who may choose to receive it in exchange for goods or 
services knows well enough that it is not the Eight to any specific 
sum of money : but it is only an abstract Eight to demand a sum 
of money from the banker, and he only takes it in the confidence 
or belief that he can get money for it if he requires it 

It will be convenient to state here that this Eight of Action is 
also in Law and common usage termed a Debt ; and that the 
words Credit and Debt are used perfectly indiscriminately 
to mean the Creditor's Eight of Action to demand a sum of money 
from his Debtor : the reason for this will be explained in a sub- 
sequent lecture. And this Eight of Action, Credit or Debt, is 
the price the banker pays for the money 

Similarly when a merchant sells goods " on Credit," as it is 
technically termed, to a trader, he cedes the property in the goods 
to the trader, exactly as if he had sold them for Money. And in 
exchange for the goods he receives a Eight of Action to demand 
their price in money, three months perhaps, after date. And if 
this Eight of Action is recorded on paper in the form of a Bill of 
Exchange it may be exchanged against other goods, and circulate 
in commerce exactly like an equal sum of money, until it is paid 
off and extinguished : and this Sight of Action is also 
termed a Credit or a Debt : and it is the price the trader 
pays for the goods 

Again, suppose the Government has need of a sum of money 
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for some public purpose, it " borrows " Money, as it is termed, 
from private persons. That Money becomes the actual property 
of the Government, which it expends as it pleases, and in exchange 
for it the Government gives to the "lenders" of the money the 
Bight to demand a series of payments either for ever or for a 
limited series of years. These Rights are the Price which the 
Government pays for the Money. In popular language they are 
termed the Funds : and the owners of them may sell them to any 
one else they please. They are saleable Commodities 

Again, suppose a person wishes to subscribe to the Capital of a 
Commercial Company. He pays the money to the Company. 
The money becomes the absolute property of the Company as a 
whole, and not of any individual member of it. But in exchange 
for the Money the subscriber receives the Bight to share in the 
profits to be made by the Company in the proportion in which he 
has subscribed to the Capital. These Bights are termed Shares, 
and are also saleable Commodities, which may be bought and sold 
like any material chattels 

So also when a trader has established a successful business, he 
has of course the Bight to receive the future Profits to be made 
by the business. This Bight to receive the future profits is a 
Property qnite separate and distinct from and additional to the 
house or shop and actual goods in them. It is the product of 
labour, care, and thought, as mnch as any material chattel, and is 
part of the trader's assets, and is termed the Goodwill of the 
business 

An instance of this may interest you. Boswell tells us that 
Thrale, the great brewer, appointed Johnson one of bis executors. 
In that capacity it became his duty to sell the business. When 
the sale was going on, Johnson appeared bustling about with an 
inkhorn and pen in his buttonhole like an exciseman, and on 
being asked what he considered the Value of the Property to bo 
disposed of, he answered, " We are not here to sell a parcel of 
vats and boilers, but the Potentiality of growing rich beyond 
the dreams of avarice." The snm realised was, we are told, 
£130,000 ; and the latter phrase was merely Johnsonese for the 
goodwill of the business ___^^^_ 

"When the great banking house of Jones, Lloyd & Co. sold their 
business to the London and Westminster Bank it was said in tho 
papers that the sum paid for the goodwill was 
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in a similar way every place of business in the country has a 
goodwill of greater or less amount, which is a valuable commodity 
and an asset of the trader's, just as much as the stock of goods in 
the shop 

So when an author has published a successful work, the Right 
to multiply and sell copies of the work is a valuable Eight, quite 
separate from the printed copies of the work, and this Right is 
termed Copyright : and it may be bought and sold like any 
material chattel. And Copyright includes not only the Right to 
print and sell material books, but also to dramatic and musical 
representations, and popular songs. It was said in the papers 
that the Copyright of the popular song, " Slap, bang ! here we are 
again/' sold for £2,000 

And so there are a vast variety of other Abstract Rights, such 
as Patents, Trade Secrets, a Professional Practice, and many 
others, which it would take you too long to enumerate, as on the 
present occasion I only wish to draw your attention to a distinct 
class of Exchangeable Quantities, and not to enumerate all the 
varieties of it 

Now all these Abstract Rights of various sorts can be bought 
and sold or exchanged. They can neither be seen nor handled ; 
but they may be bought and sold ; and their Value is measured in 
Money as exactly as if they were material chattels. Therefore 
they satisfy Aristotle's definition of wealth. They possess that 
Quality which we have agreed is the sole essence and principle of 
wealth ; and therefore by the fundamental principle of Natural 
Philosophy they must all be classed under the term Wealth 

Now in the Pandects of Justinian, which you are doubtless 
aware is the great Code or Digest of Roman Law, and is the basis 
of all the existing Law on the Continent, and to a great extent 
that of Scotland, and whose doctrines on Credit have been recently 
adopted by Statute as the Law of England, it is laid down as a 
fundamental General Rule — 

Pecuniae nomine non solum numerata Pecunia, sed omnes 
Res tarn soli quam mobiles, et tarn Corpora quam Jura contin&ntur 

Under the term Wealth not only ready money, but all 
things, both immovable and movable, corporeal and Rights are 
included 

So Ulpian, one of the most famous jurists, says : — 

" Nomina eorum qui sub conditione vel in diem debent et emere 
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et vmders wltmta. Ea enim Res ett qua emi et venire 
potest" 

We are accustomed to buy and sell Debts payable at a certain 
event and on a certain day. For that is Wealth which can be 
bought and sold 

So alao — " Mque Bonis adnvmerabitur eliam si quid est in 
Actionlbus " 

" Rights of Action are properly included under the term 
Goods" 

Also " Rei appellations et Causae et Jura continentur " 

Under the term Property both Rights of Action and 
Rights are included 

Tt is so important to understand clearly that a mere Abstract 
Bight of Action, wholly severed from any specific money, is itself 
a vendible commodity, that I will venture to read one more 



Sir Patrick Colqnhonn, in life Summary of Roman Law, 
says : — " The first requisite of the consensual contract of emptio 
et venditio is a Merx or object to be transferred from the buyer 
to the seller : and the first great requirement is that it should be 
in eommerdo — that is, capable of being freely bought and 
sold. Supposing such to be the case, it matters not whether it 
is an immovable or a movable, corporeal or incorporeal, existent 
or non-existent, certain or uncertain, the property of the vendor 
or another ; thus a horse or a Right of Action, &c. 

Thus it is clearly seen that Abstract Bights of various sorts, 
including Eights of Action, which arc called Credit or Debts in 
Law, Commerce and Economics, are expressly included under the 
terms Poounia (Wealth), Res (Property), Bona (Goods), and 
Merx (Merchandise), in Roman Law 

For nearly 500 years after Constantine removed the seat of 
Government from Rome to Constantinople, the language of the 
Court was Latin, but the people were Greek : consequently, 
though Latin was the official language, it was unintelligible to 
the mass of the people. The great Code of Roman Law, termed 
the Pandects, was published in Latin in 580 A.D., but all the 
pleadings in the Courts were carried on in Greek. The Pandects 
soon fell into desuetude. The Latin Institute* tim'an did 

not hold their ground in the curriculum of legnl education for 
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more than ten years. They were superseded by Greek treatises, 
translations, and compilations. At last, in the tenth century, all 
the Pandects, Institutes, and legislation of Justinian were set 
aside as obsolete. A new, or revised Code or Digest, was pub- 
lished in Greek, termed the Basilica, which thenceforth became 
the Law of the Eastern Empire, and has since remained the 
Common Law of all the Greek population in the East, and is the 
Common Law of the modern kingdom of Greece 

And in the Basilica the Roman Definition of Wealth is 
retained 

t<3 ovofiari tw xprjfiaTtov o! fwvov ra ^/ tw 7A 4aTa > dXXa wdvra rd 
Kivrjrd kclI aKLvrjrd, #cal ra o*a)/x.art#ca kcll to. Aucata SrjXovraL 

Under the terms xpv/ mTa or Wealth, Bights are included 

Also — tq tov Hpayfmros irpoarjyopi! 'a #caj Atrial #cai Ai'/caia 
^rfpie^erai 

Under the term Chattels both Bights of Action and 
Bights are included 

In Greek Law these Rights are also included under the terms 
kyaOa (Goods), HepLovcia (Estate), and 'A^op/iiy {Capital) 

Thus I have shown you that all ancient Jurists include abstract 
Rights, such as Rights of Action, under the term Wealth, Goods 
and Chattels, Property and Merchandise. But the subject is of 
such great importance, and is so little understood by lay writers, 
that I must say a few more words on it 

It is exactly the same in every system of Jurisprudence. Thus 
Blackstone says — 

" For it is to be understood that in our Law Chattels (or 
Goods and Chattels) is a term used to express any 
Property which having regard either to its subject matter or the 
quantity of interest therein is not freehold 

" Property or Chattels Personal may be either in possession or 

else in action Property in Action [i. e., Rights of 

Action, such as Credits or Debts], is where a man has not the 
enjoyment either actual or constructive of the thing in question, 
but merely the Bight to receive it by a suit or action at law " 

Thus all such Property as Debts, Bank Notes, Bills of Exchange, 
the Funds, Shares in Commercial Companies, Copyrights, Patents, 
and other Rights are termed " Goods and Chattels " in 
English Law just as much as any material chattels 
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As the business of Banking essentially consists in buying and 
selling Debts, it may be as well to familiarise the minds of 
banking students somewhat more with the idea that Debts are 
Goods and Chattels 

Thus an old text writer Bays : — " All kinds of emblements, 
sown and growing, grass cut, all money, plate, gold, silver, jewels, 
utensils, household stuff, Debts, wood cut, wares in a shop, tools 
and instruments of work, wares, merchandise, carts, ploughs, 
coaches, saddles and the like : all kinds of cattle, as horses, oxen, 
kine, &c, &c, are to be included as Chattels 

All Right of Action to any Personal Action is a 
Chattel 

So in a well-known case, Parker, L.C.B., said : — " But Goods 
and Chattels include Debts . . . Things in action are 
considered as Goods and Chattels 

And Lord Chancellor Hardwicke said : — " Ckoses in Action 
[*.«., Debts] are properly within the description Goods and 
Chattels " 

I need not multiply quotations : in fact, those which I have 
already given are chiefly for the benefit of lay readers : because it 
is one of the most elementary principles of Mercantile Law, 
clearly explained and enforced by all jurists, that a simple 
abstract Bight of Action or Credit or Debt, is included 
under the terms Goods and Chattels, merchandise, or 
a Vendible Commodity. And that a Right of Action 
can be bought and sold, or exchanged, exactly like any material 
chattel. And when this conception is clearly grasped, the whole 
difficulty which is sometimes supposed to envelope the business of 
Banking, vanishes ; because the business of Banking consists in 
Creating, Buying and Selling, or Transferring, and Extinguishing 
that species of Goods and Chattels, Merchandise or Commodities, 
termed Debts 

It is thus seen that the ancients possessed the true scientific 
instinct. They fixed upon a Single General Quality as the sole 
essence and principle of Wealth — namely, Exchangeability 
— or the capability of being bought and sold. They then 
searched for and discovered all the different orders of Quantities 
which can be bought and sold, or exchanged, or whose Value can 
I, and they expressly classed them under the 
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terms Wealth, Merchandise, and Goods and Chattels. They 
found that there are three, and only three, distinct orders of 
Quantities which can be bought and sold — namely (1), Material 
Commodities ; (2), Labour ; and (3), Abstract Eights. And 
reflection will show that there is nothing which can be bought 
and sold which is not of one of these three forms. And all 
commerce in its widest extent, and in all its forms and varieties, 
consists in the Exchanges of these three orders of Quantities ; 
and as the Science of Wealth is the Science of the facts or 
phenomena relating to that Quality of things which constitutes 
them Wealth ; and as it is agreed that Exchangeability is the sole 
Quality which constitutes things Wealth, it necessarily follows 
that the Science of Wealth can be nothing else than the Science 
of Exchanges, or of Commerce : or the Science which treats of the 
Laws which govern the varying relations of these diverse 
Quantities 



Economics, or Commerce, consists of Six distinct kinds of 

* 

Exchange 

The Science is now what is technically termed complete: that is 
we know as a positive fact that we have discovered all the different 
kinds of Quantities it deals with. We know as a positive fact 
that there are no other orders of Exchangeable Quantities besides 
those already mentioned 

And there being Three orders of Exchangeable Quantities they 
can be exchanged in Six different ways — 

1. A Material thing can be exchanged for a Material thing — as 
when gold money is exchanged for land, houses, corn, cattle, 
timber, &c. 

2. A Material thing can be exchanged for Labour — as when 
wages are paid in gold money 

3. A Material can be exchanged for Rights — as when gold 
money is exchanged for Bills of Exchange, the Funds, Copy- 
right, &c. 

4. One kind of Labour can be exchanged for another kind of 
Labour — as when persons agree to perform services for each other. 

5. Labour can be exchanged for a Eight — as when wages are 
paid in Bank Notes, Cheques, &c. 
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6. One Right can be exchanged for another Bight— as when a 
banker buys a Bill of Exchange, which is one Bight of action, by 
giving his customer a Credit on his books for it, which is another 
Bight of action 

These six species of Exchange constitute Commerce in its widest 
extent, and in all its forms and varieties ; and are the subject 
matter of the Science of Economics 

And the Science is called Economics because o*#co? in Greek 
means Property of every description : it is the term in Attic Law 
for a man's whole substance or estate, and includes not only lands, 
houses, cattle, money, &c., but also such property as Debts, Bank 
Notes, Bills of Exchange, Copyrights, Shares in Commercial 
Companies, the Funds, &c. No'/io? (nomos) means a Law : con- 
sequently Economics is the Science which treats of all the Ex- 
changes of different kinds of Property 

And of the General Science of Economics or Commerce, com- 
prising six distinct species of Exchanges, the business of Banking 
consists of those numbered (3) and (6) : for Banking consists 
exclusively in the Exchange of Money for Credit, and of Credit 
for Credit 

Economics is a Physical Science 

And any person whatever possessed of the slightest feeling for 
Mathematical and Physical Science can at once perceive that we 
have here a great Mathematical and Physical Science. Because 
we have seen that a Physical Science is a body of facts or pheno- 
mena all based upon a single central idea or Quality ; and the 
object of the Science is to determine the Laws which govern the 
Numerical Relations of the Quantities it deals with 

Now here we have a distinct body of phenomena, or facts, all 
based upon a single central idea, Exchangeability — and therefore 
it is fitted to form a great demonstrative Science of the same rank 
as Mechanics or Optics, or any other Physical Science. Another 
great body of particular facts is won from the vague, floating, and 
uncertain mass of knowledge, and circumscribed by a definition ; 
and formed into a great Inductive Science, whose investigations 
must be governed by the same general principles of Inductive 
Logic as all other sciences are ; and yet it will be found to con- 
tribute its own quota to Inductive Logic: bearing a general 
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similarity to its sister sciences, and yet with peculiarities of its 
own 

We have seen that there are three distinct orders of Exchange- 
able Quantities, and six distinct kinds of exchanges: and the 
object of the science is to discover the Laws of the phenomena of 
these exchanges : that is, the changes in the numerical relations 
of these Exchangeable Quantities. We have thus a new order of 
Variable Quantities : and by the general principles of Natural 
Philosophy the laws which govern the variable relations of 
Economic Quantities must be strictly in conformity with the 
Laws which govern the relations of Variable Quantities in general. 
The same general principles of reasoning which govern the varying 
relations of the stars in their courses must govern the varying 
relations of Economic Quantities. Hence we have a body of 
phenomena susceptible of the strictest mathematical treatment, 
which I shall designate as the great Science of Analytical 
Economics 

Economic Science is the most complicated branch of Human 

Knowledge 

And it must be understood that Economic Science is the pro- 
foundest and most complicated branch of human knowledge, and 
requires a greater variety of knowledge than any other 

(1.) It deals with Property of every description and in all its 
forms; consequently a profound knowledge of the Laws of 
Property, and especially of Mercantile Law, is absolutely in- 
dispensable to enable a person to perceive and recognise the 
existence of the various Quantities with which the Science deals 

(2.) It deals with all the Exchanges of Property ; and con- 
sequently a thorough and profound knowledge of Commerce in 
all its branches is necessary to enable us to understand the great 
Mechanism of Exchanges 

(3.) A profound knowledge of Mathematics and Physical 
Science, and of the methods and principles by which the various 
Physical Sciences have been constructed, is necessary to enable a 
person to express the Laws which govern the varying relations of 
Economic Quantities in strict harmony and analogy with the 
Laws of the other Physical Sciences 

At the present stage of Economics it is not possible to turn a 
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sentence on it without a knowledge of the profoundest and 
subtlest principles of Mercantile Law; of the mechanism of 
commerce, and of the Laws of Mathematics and Natural Phi- 
losophy, Among other things I may mention that the per- 
plexities and subtleties of the Theory of Credit can only be 
unravelled by principles of Algebra which have only been clearly 
understood by Mathematicians themselves within the last fifty 
years. In fact Economics could not possibly have been erected 
into a great Inductive Science until Mathematicians had per- 
fected the general Theory of Variable Quantities, and the Theory 
of Algebraical Signs 

Economics is the noblest and the grandest creation of the 
human intellect. It is the crown and the glory of the Baconian 
Philosophy. No one can thoroughly realise the awful sublimity 
of the genius of Bacon until he studies Economics ; because it is 
the literal realisation of his matchless discovery that the same 
principles of Mathematical and Physical Science which govern 
the phenomena of nature equally govern the practical business 

of life 

" Time's noblest offspring is its last " 

Economics is now clearly seen to be a Physical Science : but it 
is also a Moral Science : because it is based upon the mores, the 
wants, desires, and demands of men. We find that the same 
general Laws of Exchange hold good among all nations, among 
the rudest and the most civilised in all ages and countries. The 
principles of Commerce are absolutely uniform throughout the 
world. The same causes are invariably followed by the same 
effects : and that is the reason why Economics may be raised to 
the rank of an exact science : a permanent and universal science 
of the same nature as the Physical ones : because it is based upon 
principles of human nature which are as permanent and universal 
as those of physical substances upon which the Physical Sciences 
are based. And therefore it is a Physical Moral Science, and the 
only Moral Science which is capable of being raised to the rank 
of an exact science 

Conclusion 

It does not enter into the purpose of these lectures to give a 
history of the rise and progress of Economical ideas in modern 
times, but only to give an account of that system to which the 



24 

latest and the most eminent and advanced Economists have 
declared their adhesion. I will only say that the expression by 
which the science of Political Economy is nsually designated 
— namely, the "Production, Distribution and Consumption of 
Wealth," or some variation of it, was expressly defined and 
explained by the persons who originated it, to mean the Commerce 
of the Exchange of the Material products of the earth, and 
those only. The first school of Economists in modern times 
expressly excluded Labour and Eights from the term Wealth. But 
since then two successive schools of Economists have enlarged and 
expanded the science, until at last it has attained the generality 
and simplicity to which ancient writers had brought it. For the 
latest and most advanced Economists now acknowledge and adopt 
Aristotle's definition of Wealth as the true one. They are now 
agreed that Exchangeability is the sole essence and principle of 
Wealth ; and consequently that everything whatever which is 
Exchangeable, or which even can be bought and sold, must be 
included under the technical term of Wealth, whatever its nature 
may be ; and as a necessary consequence, that the Science of 
Economics is simply the scientific Principles and Mechanism of 
Commerce in its widest extent and in all its forms and varieties 



LECTURE II 

ON PROPERTY— VALUE — MONEY AND CREDIT- 
CAPITAL 

On the meaning of the word Property 

In the preceding Lecture I have shewn you that there are three 
distinct classes of Exchangeable Quantities (1) Material Things ; 
(2) Labour or Services; (3) Abstract Rights; and that all 
Commerce consists in the Exchanges of these Three orders of 
Quantities 

But we want a General Term to comprehend all these distinct 
orders of Quantities; and this general term we shall find in the 
word Property : and when we understand the true meaning of 
the word Property, it will throw a blaze of light over the 
whole science of Economics : and clear up all difficulties to which 
the word Wealth has given rise : in fact, the meaning of the word 
Property is the key to all Economics 

Most persons when they hear the word Property think of 
some material thing, such as Lands, Houses, Money, Corn, 
Cattle, &c. But that is not the true and original meaning of the 
word Property 

Property in its true and original meaning is not any material 
substance, but the Absolute Bight or Ownership in 

something 

Like most other words in this subject we can only ascertain its 
true meaning by going back to the Latin 

In ancient Rome all the possessions of a family belonged to the 
family as a whole ; but the head of the family, or the Dominus, 
alone exercised all Bight over them. Hence this Bight was 
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called Dominium: and Dominium is always used in Roman Law 
to mean absolute Ownership 

In process of time, however, this extreme rigour of Roman Law 
was relaxed ; and in some cases individual members of the family 
were allowed to acquire rights over possessions independently of 
the head of the family and its other members : and this Sight 
was termed Proprietas. This word Proprietas, therefore, in 
Roman law invariably meant the absolute and exclusive Sight 
which a person had to anything, independently of any one else. 
The word Proprietas was never used in Roman Law to mean a 
material substance, but only the absolute Bight to it 

So also in English the word Property was always originally 
used to mean a Bight and not a Thing. Thus grand old 
Wycliffe says: — "They will have Property of ghostly goods 
where no Property may be : and leave Property in worldly goods 
where Christian men may have Property " 

Bacon invariably uses the word Property to mean a Right and 
not a Thing. He says one of the uses of the Law " is to dispose 
of the Property of their goods and chattels." He explains the 
various methods by which " Property in goods and chattels may 
be acquired," and so in many other passages 

Property, then,, in its true and original sense means solely 
Right, Title, Interest, Ownership: and consequently to call 
material things, such as lands, houses, money, cattle, &c, Property, 
is as erroneous as to call them Right, Title, Interest, or Owner- 
ship. Neither Bacon, nor, so far as I am aware, does any writer 
of his period, ever call material things Property : such a use of 
the word is quite a modern corruption, and I cannot say when it 
began 

Every jurist knows that the true meaning of the word Property 
is a Right. Thus Erskine, one of the most eminent institutional 
writers of Scotland, says: — "The sovereign or real Bight is 
that of Property, which is the Right of using and disposing 
a subject as our own, except in so far as we are restrained by law 
or paction " 

And this meaning of the word Property has been recognised by 
Economists as well as by jurists. Thus one of the most eminent 
of the Economists says : — " Property is nothing but the Right to 
enjoy." " It is seen that there is but one Right of Property : 
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that is a Right in a person, but which changes its name according 
to the nature of the object to which it is applied" 

Thus Landed Property means Rights to land ; house Property 
means Rights to houses; Funded Property means Rights to 
payments from the nation ; Literary Property means Rights to 
the profits from works of literature, and so on 

„ On Bight of Property and Bight of Possession 

But though all Property is a Right, all Rights are not Property. 
There is an essential distinction between the mere Right of Pos- 
session and the Right of Property 

Thus, where a man lends another his horse, or a book, or a 
picture: or delivers goods to him as a common carrier to be con- 
veyed from one place to another: or deposits goods or valuables 
with him as a warehouseman for the mere purpose of being kept 
safely ; and also in many other cases, such a person has the Right 
of Possession of the goods, and could bring an action against any 
one who wrongfully deprives him of their possession. But he has 
no Right to use the goods in any way except in the way, and for 
the specific purpose, for which they are delivered to him. He has 
therefore only a specific Right to them, but not the absolute 
ownership in them to deal with them in any way he pleases 

The word Property means absolute, entire, and exclusive 
ownership : it comprehends the Right of possessing, the 
Right of using the thing in any way the Proprietor pleases; the 
Right of appropriating any fruit or profit from it; the Right of 
alienating it or destroying it; and the Right of reclaiming it if 
found in the wrongful possession of any one else 

The word Property, or Dominion, therefore does not mean a 
single Right, but an aggregate or bundle of Rights: it compre- 
hends the Totality of Rights which can be exercised over any- 
thing' 

On the Distinction between Rights to Things {Jura in rem) and 
Rights against Persons (Jura in personam). 

Having thus clearly explained to you that the word Property 
means a Right and not a Material Thing t feft next point to be 
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observed is that Property or Rights are divided into two totally 
distinct classes 

1. A person may have the Property or Right to some specific 
material, chattel, such as land, houses, money, jewelry, corn, 
cattle, timber, &c, &c, without being related to any one else. 
This kind of Property or right is called in Roman Law a Jus m 
rent, or a Right to a Thing. And when a person has such a sole 
and exclusive Right in any chattel, he may sell or transfer the 
Right or Property in it to any one else he pleases. Such a Right, 
is termed a Real or Corporeal Right or Property, because it is 
the Right or Property in some specific substance 

2. But a person may also have the Right to compel another 
person to pay him something or to do him some service. As for 
instance when a person has the Right to demand a sum of money 
from some one else at a fixed time. When such a relation exists be- 
tween two persons, the one who has the Right to demand the sum 
of money is termed the Creditor, and the person whose Duty is to 
pay it is termed the Debtor, and the relation or bond between the 
two persons is termed a Contract or Obligation. In such a 
case the Creditor has only the abstract Right of action against the 
Person of the Debtor to compel him to pay a sum of money; 
but he has no Right to any particular sum of money in the 
Debtor's possession; and in fact the Right of the Creditor 
against the Debtor exists whether the Debtor has any money 
or not 

Such a Right as this is termed a Right against a Person, 
or a Jus in personam, and it may b« called a Personal 
Bight, because it is a mere abstract Right against a person, 
but it is wholly severed from any specific material chattel. 
It is also called a Roman and English Law Incorporeal 
Property 

In my preceding lecture I have already shown you that there 
are many other kinds of Incorporeal Property, which I need not 
enumerate again here 

But both these classes of Rights or Property can be bought and 
sold or exchanged. The Value of each class of Right can be equally 
measured in Money, and therefore they are termed Pecunia, Bona, 
JRes r Merx, in Roman Law; o*#cos, x < >Vl mTa > <*ya0a, d<f>opfnj in 
Greek Law ; Goods and Chattels, Merchandise, or Vendible Com- 
modities in English Law ; and therefore Wealth in Economics 
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On the Meaning of Persona in Roman Law. 

I have just said that one class of Rights consists of Bights 
against Persons. It will be very useful to understand clearly the 
meaning of Persona in Roman Law 

The word Persona means any single Person or any society of 
Persons who can enjoy and exercise Bights. In a partnership 
each individual member is a persona, and also the partnership 
itself is a Persona, quite separate and distinct from its 
individual members. Each member of the partnership can 
have dealings with, and buy and sell with it as a separate 
individual 

So a Joint Stock Company is a Persona^ and the individual 
members trade with it as a distinct Person. A shareholder in a 
Joint Stock Bank banks with the bank as a separate person 

So the State is a Persona, separate and distinct from each 
citizen, and private persons lend money to the State, and 
receive or exchange for it Bights to demand a series of annual 
payments 

The parson of a parish is the Persona or person who has the 
right to receive certain dues for performing religious services 

Thus a Persona may be defined to be a centre of Bights. 
Many individual men may make up one Persona, and also a 
single individual may be several Persona. A man may be 
executor of one person, guardian of another, trustee of another ; 
in each of these he is a separate Persona or character, with a 
distinct set of Bights and Duties ; and he may traffic and buy and 
sell with himself in these separate Personam or characters. Hence 
all exchanges take place between separate 'Persona, and all 
exchanges are of Bights against Bights 

Economics is the Science which treats of the Exchanges of 

Bights. 

Several eminent Jurists have observed that Jurisprudence is 
the Science of Bights. It consists in ascertaining, defining and 
protecting Eights. Ortolan observes that Jurisprudence has 
nothing to do with the Things themselves, but only with the 
Bights to them ; and Lord Mackenzie says : — " Natural Philosophy 
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considers according to their physical properties Law regards them 
as the objects of Eights " 

And as Jurisprudence treats exclusively about Rights, Eco- 
nomics is the Science which treats exclusively about the Exchanges 
of Eights, and not the Exchanges of Things 

Thus, when we exchange so much Money for so much Corn we 
exchange the Property or the Absolute Eight to so much Money 
against the Property or the Absolute Right to so much Corn : and 
so on in all cases of Exchange : they consist exclusively in the 
Exchanges of Rights 

And as there are Three orders of Rights it follows that they can 
be exchanged in Six different ways 

1. The Right or Property in a Material Thing can be exchanged 
against the Right or Property in another Material Thing — as 
when the Right to so much Gold is exchanged against the Right 
to so much Corn 

2. The Right to a Material Thing may be exchanged against 
the Right to demand so much Labour or Service 

8. The Right to a Material Thing may be exchanged against 
the Right to have something paid or done at a future time — as a 
right to so much Gold may be exchanged against a Right to 
demand a sum at a future time 

4. The Right to one species of service may be exchanged 
against the Right to another species of service 

5. The Right to a certain amount of Labour may be exchanged 
against the right to demand money — as when Labour is paid for 
by a Bank Note, Cheque, or Bill of Exchange 

6. One Right of action may be exchanged against another 
Right of action — as when a Banker buys one Right of action, 
such as a Bill of Exchange given in exchange for it is Credit on 
his books, which is another Right of action 

There are many kinds of Corporeal Property, and many kinds 
of Incorporeal Property, but the only kind of Corporeal Property 
we are concerned with in the present course, is Money; that is the 
Property or absolute ownership in certain pieces of coin : and the 
only species of Incorporeal Property is the Right to demand a 
sum of Money: and this Right to demand a sum of money is 
termed a Credit or a Debt 

And the business of Banking consists exclusively in the 
exchanges of the Right or Property in Money for the Right to 
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demand Money: and also in the exchanges of one kind of a Right 
to demand money for another kind of Right to demand money 



On Value 

Having now explained the nature of, and enumerated all the 
different species of Quantities Economics deal with, the next 
point, is to consider the Laws of their relations, and this is termed 
the Theoby of Value. And this indeed comprehends the whole 
science of Economics. But on the present occasion I do not 
intend to investigate the whole of this extensive subject. It is 
however, indispensable to consider some portions of it 

The complete Theory of Value comprehends (1) the Definition 
of Value, (2) the Origin or Cause of Value, and (3) the General 
Law of Value, or the great General Law which governs the 
exchangeable relations of all the different kinds of Economic 
Quantities. At present it is only necessary to say something on 
the Definition of Value, and on the Cause or Origin of Value 

What then is Value P The answer to this is obvious. Value 
in its original and true sense is a Desire of the Mind: it means 
Esteem or Estimation. As Gloster says in Lear: " In the 
division of the kingdom it appears not which of the Dukes he 
Values most " 

So Troilus says, in Troilus and Cressida : 

" For what is aught but as 't is Valued P " 

So Henry Esmond says: " There is some particular prize we all 
of us Value, and that every man of spirit will venture his life 
for" 

So J. B. Say says: "Value is a Moral Quality" 

And the same meaning occurs in countless hosts of other 
instances, too numerous to mention 

But such Value is not an Economic phenomenon : Economics 
is the science of Exchanges : and consequently to bring Value 
into Economics it must be manifested in some tangible form. A 
person must manifest his Desire, Demand, or Value for 
something else by giving something in exchange for it to acquire 
possession of it 

But as one person cannot gain possession of what another person 
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possesses without giving him something in exchange for it which 
he Desires, Demands, and Values, it is evident that for 
an Exchange to take place, it Requires the Concurrence 

of two Minds 

It is not sufficient that the Demand or Value should exist on 
one side only. If one person desires to obtain possession of what 
another person possesses it is not sufficient to constitute a phe- 
nomenon of Value, or an Exchange, that he alone should desire it. 
He must offer in exchange for it something which that other 
person Desires or Demands. If a person brought a cargo of 
wine among a nation of teetotallers, no one would Desire or 
Demand the wine : among such a people it would have no 
Value : so among a nation of non-smokers tobacco would have 
no Value : among a nation of vegetarians beef and mutton would 
have no Value. However much a person might wish to sell his 
product, if no one would buy it, it would have no Value. For an 
Exchange or a phenomenon of Value to take place, there must be 
the Reciprocal Desire or Demand of Two persons, each for the 
product of the other 

When however two persons each Desire or Demand to 
obtain the product of the other : and when they agree to exchange 
their respective products : each Product may be considered as the 
Desire of its owner to obtain possession of the product of the other. 
The two products therefore, reciprocally measure the Desire of 
their possessors to obtain the product of the other. And when 
these persons have agreed upon the Quantities of their products 
which are to be exchanged, the two products are said to be of 
Equal Value. Each product is the Value or the Demand 
for the other : and this is the only kind of Value with which 
Economics is concerned 

Hence it is perfectly obvious that in every Exchange or phe- 
nomenon of Value there must necessarily be two Demands and 
two Quantities. And also that the true Origin or Cause of 
Value is Reciprocal Demand 

Thus let A and B be any two Economic Quantities which are 
exchanged at any instant : then we may say — 

A valet B 

or A is of the Value of B 
or A = B 



33 

Then B is termed the Value of A in terms of B : and A is the 
Value of B in terms of A 

Thus Aristotle says— 17 8' aft'a \iyerai *rpos ra N c'ktos ayaBa 

Now the term Value is used in reference to external 
things 

So it is said in Roman Law — 

Res tanti Valet quanti Vendi potest : The Value of a thing 
is what it can be sold for 

The Greek word for Value, aft'a, is derived from aya>, one 
of whose meanings is to weigh, or be of the weight of. Hence 
aft'a always meant equality, Weight for Weight: as when two 
Quantities are put into a balance, and are of equal weight 

Thus Morocco says in the Merchant of Venice : 

" Pause, Morocco, 
And Weigh thy Value with an even hand." 

So le Trosne, one of the most eminent of the first school of 
modern Economists says that Value is a new quality which 
products acquire when men live in society 

" Products acquire in the social state which arises from the 
community of men among each other, a new Quality. This 
Quality is Value, which makes products become Wealth 

" Value consists in the Kelation of Exchange, which takes place 
between such and such a product : between such a Quantity of one 
product, and such a Quantity of another " 

We have then this Definition. The Value of any Economic 
Quantity is any other Economic Quantity for which it can be 
exchanged 

Hence Value is a Ratio or an Equation : and like Distance or 
an Equation, it necessarily requires two objects. 

The value of a thing is always something external to itself. 
It is absolutely impossible to say that any Quantity has Value, 
without implying that it can be exchanged for something else: 
and of course everything that can be exchanged for it is its Value 
in that commodity. Hence any Economic Quantity has as many 
Values as Quantities it can be exchanged for, and if it can be 
exchanged for nothing it has no Value. 

Hence a single object cannot have value: a single object 
cannot be Distant, and cannot be Equal. If any object is said to 
be Distant or Equal we must ask : Distant from what ? or Equal 
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to what ? So if any quantity is said to have Value we must ask : 
Value in what? And as it is absurd to speak of Absolute or 
Intrinsic Distance, or absolute or intrinsic Equality, so it is 
equally absurd to speak of Absolute or Intrinsic Value 

But any Quantity may have Value in terms of the others. 
Suppose A is ten guineas, then with that money you can buy so many 
material things, so much corn, or clothes, or a watch, or any 
other, or so much instruction or amusement: or you may buy a 
Debt with it, such as a Bill of Exchange, or the Funds, or a 
Copyright, or any other Incorporeal Eight. Each of these 
species of property is of the value of ten guineas, and therefore 
each of them is of equal value to the others 

The Value of the Money in the pockets of the public is the 
various products and services it can command : the value of the 
goods in the merchants and traders' warehouses is the Money in 
the pockets of the public 

The. Value of a workman's Wages is the Wages he can earn : 
the value of a Professor's lectures is the fees paid by his students. 
The value of the Labour of the Advocate, the Physician, or the 
Engineer, is the income he earns 

The Value of an Incorporeal Bight is the Thing Promised 
which may be demanded 

The Value of a £5 note is five sovereigns : the Value of a 
Postage Stamp is the carriage of a letter : the Value of a Bailway 
Ticket is the journey: the Value of a Promise or pledge to cut a 
man's hair is the cutting of the hair : the Value of an Order to 
see the play is the seeing the play. The Value of an Order for 
bread, milk, wine, tea, &c, is the bread, the milk, the wine, the 
tea 

On the Origin or Cause, of Value 

m 

Having thus shewn you that Value in its original sense means 
a Desire of the Mind, but that such a Desire does not enter into 
Economics until it takes the active form of an Exchange of two 
Quantities, and that each of the Quantities so exchanged is the 
Value of the other, I must next say a few words on the origin or 
Cause of Value. I need not say that this is of the greatest 
importance, and is at the root of all Economics, and all theories 
of Wealth 
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Now when we are searching for the Origin or Cause of Value, 
we are not to consider anything which is sometimes associated 
with Value, and sometimes not; but we are to search for that 
Single Cause which is uniformly associated with Value in all cases, 
and without any exception. We must first make a catalogue of 
all the kinds of things which have Value, and then search for that 
Single General Cause which is common to all these dif- 
ferent Quantities ; which, when it is present, Value is present : 
which, when it decreases, Value decreases ; and which, when it is 
absent, Value is absent 

Now Aristotle and all ancient writers unanimously shew that 
Demand is the Origin and Cause of Value : and considering 
that they held Exchangeability to be the sole essence and 
principle of Wealth, it could not be otherwise. Because if a thing 
is to be Exchangeable there must be a Demand for it. Aristotle 
over and over again points out that xpct'a or Demand is the 
Cause of all Value. You will remember that the ancient writer 
whose dialogue I quoted in my preceding lecture, expressly pointed 
out that it is Demand which is the sole Cause which constitutes 
a thing Wealth : that anything, whatever its nature may be, is 
Wealth so long as it is Demanded and paid for : and that a 
thing ceased to be Wealth when it ceased to be Demanded. 
He pointed out that the local Money of different places was only 
Wealth when it had the Power of Purchasing: and was not Wealth 
in other places, where it had no Power of Purchasing 

In fact I pointed out to you that the true meaning of the word 
Xpj/fia, which is one of the most common terms in Greek for 
Wealth, means simply "Anything tlutt is Wanted and 
Demanded " : and that when anything is not wanted and 
demanded it is not Wealth 

The very same doctrine is laid down in Roman Law. It is 
there said that anything is Wealth which can be bought and sold, 
or which is Exchangeable : and for that reason, they class mere 
Abstract Bights, not associated with any material substance, under 
the term Pecunia, Wealth, because they can be bought and sold 

It was exactly the same with the most eminent of the early 
Economists of modern times. Boisguillebert, the morning star of 
modern Economists, says that Demand is the principle of all 
Wealth. So the first school of Economists, the Physiocrates of 
France, made Wealth to consist exclusively of those things which 
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are brought into Commerce and exchanged. They defined Value 
to be the ratio of Exchange of any two Quantities 

The Italian Economists are very clear and consistent in shewing 
that human Wants and Desires are the Cause of all Value. Ge- 
novesi points out that all the Italian words for Value are words of 
relation, and not absolute, and that they are not applied to In- 
trinsic Qualities. Nothing has Value when there are no men; 
men, however, do not give Value to things in services, unless they 
want them. Hence our Wants are the first source of the Value 
of all things, and Price is the power to satisfy our wants : and 
after clearly enforcing this, he says, Valvs is the Child of Demand 

So Beccaria says — " Value is a substance which measures the 
estimation in which men hold things" 

So another of the most distinguished Italian Economists, Verri, 
shews that it is the wants of men which give rise to commerce, 
and as their Ideas and Wants increase, so does Commerce increase. 
Desire or Demand, incites man to commerce ; Commerce requires 
Demand and abundance : desire for the merchandise sought, and 
abundance to give in exchange for it. They then require some- 
thing to ascertain the Equality between what they give, and what 
they receive. Value is a word which denotes the Estimation which 
men make of a thing 

Condillac, the head of the most modern school of Economists, is 
also very clear and explicit on this point. He says—" This esteem 
is what is called Value." " Since the Value of things is founded 
on the Want of them, or the Demand, it is natural that a 
Want more strongly felt gives things a greater Value, and a Want 
less felt gives them less Value " 

All this is so obvious that it might seem superfluous to dwell 
upon it: but unfortunately English Economics has been overrun 
and infested with another doctrine. Locke, as far as I am aware, 
originated the notion that all Value is founded upon Labour. In 
a long and eloquent passage, which I regret is far too long to 
read to you, he maintains that the Value of everything is just the 
Quantity of Labour which has been spent on producing it. He 
maintains that the Value of all Land and of all its products is due 
entirely to Labour. To which the obvious answer is that if there 
were no people to demand the products of the land they could 
have no Value. 

It is often supposed that Smith was the first to demonstrate 
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that Labour is the cause of all Value and of all Wealth ; and 
certainly in the beginning of his work he seems to make all 
Wealth the produce of " Land and Labour," but those who follow 
him in maintaining this doctrine have quite overlooked the fact 
that in a subsequent part of his work he says that if a guinea, 
which is undoubtedly the produce of Laud and Labour, would 
exchange for nothing, it would have no Value: so that after all he 
comes back to Exchangeability as the true essence of Value and 
Wealth. And in the latter part of his work he expressly classes 
Bank Notes and Bills of Exchange under the term Circulating 
Capital. Now Bank Notes aud Bills of Exchange are merely 
Bights of Action recorded on paper. And how are Rights of 
Action the produce of " Land and Labour ? " It is quite clear 
that they owe their Value simply to their being exchangeable 

Bicardo maintained that all Value is due to Labour: and that 
where there is no Labour there can be no Value. McCulIoch, 
who is the devotee of Bicardo, says: " An object which may be 
appropriated or adapted to our use without any voluntary Labour 
on our part may be of the highest utility, but as it is the free gift 
of nature it is quite impossible it can have the smallest Value. 
" la its natural state matter is very rarely possessed of any imme- 
diate or direct utility, and is always destitute of Value. It is only 
through the Labour expended on its appropriation, and in filling 
and preparing it for being nsed, that matter acquires Exchange- 
able Value, aud becomes Wealth " 

Thus yon see that in this passage McCulIoch distinctly asserts 
that all Value is due to Labour, but in another passage the very 
same McCulIoch says "Demand may therefore be considered as 
the ultimate Source or Origin of both Exchangeable and Real 
Value: for the desire of individuals to possess themselves of 
articles, or rather the Demand for them originating in that 
desire, is the sole cause of their being produced or appropriated " 

I need uot quote any more writers, because it is not my 
purpose to controvert particular writers, but to point out fallacies 
which are deeply rooted in the public mind. Now, it is an 
undoubted fact that it is very commonly supposed that Labour 
is the sole source of Wealth and Value: but I have shewn that 
the very writers to whom this doctrine is chiefly due have con- 
tradicted themselves: and while in one part of t" 
maintain that Labour is the cause c 
they admit that Demand is the real c 
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Now, it is utterly impossible to stir a single step on this 
subject until this contradiction is cleared up, and we determine 
whether Labour or Exchangeability, i. e., Demand, is the Cause of 
Value 

I must now take a few examples. The simple land upon 
which a great city is built has enormous Value. Land in the 
centre of London frequently sells at the rate of £1,000,000 an 
acre. Where is the Labour there ? 

As we recede from the centre the Value of Land diminishes: at 
Charing Cross it is much less than in the City: and at Kensington 
much less than at Charing Cross. Moreover, Land in the same 
locality has very different Values: a frontage in a main thorough- 
fare like Regent Street, Fleet Street, Cheapside or Cornhill is of 
much greater Value than an equal space of ground in a back 
street 

How are these differences of Value due to differences of Labour, 
when, as we have seen, there has been no Labour at all bestowed 
on the Land ? 

As the tide of population, fashion and wealth flows towards a 
locality the ground on it rises rapidly in Yalue: when the tide of 
population, fashion and wealth deserts a place, the ground falls 
rapidly in Value. How are these changes in the Value of Land 
due to variations in Labour ? 

The ground in the centre of London, Paris, Berlin, Vienna, 
and other cities has enormous Value. There are other places now 
desolate and lonely which were once the sites of great cities. 
When the chariots and the horsemen were pouring forth in 
multitudes from the hundred-gated Thebes the land in it assuredly 
had great Value. So with Memphis, Nineveh, Babylon, and 
numberless other places. Where is their Value now? Yet the 
ground remains exactly the same as ever it was. If London, 
Paris, Berlin, and Vienna should become as Babylon and Nineveh 
are to-day, where would the Value of the land be ? When the 
future Belzoni or Layard comes from New Zealand to sketch the 
ruins of St. Paul's from a broken arch of London Bridge, will the 
ground near what was once the Boyal Exchange sell for £70 the 
square foot 

To take a few other instances. It is quite common in the Mid- 
land Counties of England for a fine oak tree to sell for £60 or 
£100 as it stands in the ground. How is its Value due to Human 
Labour? 
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So cattle, herds, and flocks of all sorts. They increase and mul- 
tiply by the agency of nature. How is their Value due to Human- 
Labour ? 

Some time ago a large whale was stranded on the shore of the 
Firth of Forth : it was sold, as it lay on the beach, for £70. No 
human being touched it : how was its Value due to Human 
Labour ? 

Some time ago, whfin it was the fashion of European ladies to 
pile huge masses of hair, termed Chignons, upon their heads, in 
imitation of their swarthy sisters of Central Africa, it was quite 
common for a girl's fine head of hair to sell for £5 : Was the 
Value of the girl's hair due to Labour ? 

Now I have only selected a very few examples out of countless 
multitudes which your own experience will suggest to you to 
shew the entire fallacy of the doctrine that all Value is due to 
Labour. 

Now, by the fundamental Laws of Philosophy if it could be 
shewn that there was a single case of Value not due to Labour 
that would be sufficient to overthrow the doctrine that all Value 
is due to Labour, or that Labour is necessary to Value. But 
instead of a single instance, there are multitudes — in fact, not to 
detain you too long, I have no hesitation in asserting that not 
20 per cent, of valuable things have any Labour associated with 
them at all 

Now the bearing of this on our present subject is obvious- 
Suppose that I were the fortunate possessor of a £1,000 note of 
the Royal Bank, or of the Commercial Bank : have those notes no 
value ? Are they the product of Land and Labour ? If it is 
laid down as an absolute doctrine that all Value proceeds from 
Labour, how could the notes of these or any other Bank have any 
value ? And yet I think that your President, and that my highly 
esteemed friend, Mr. Kincaid Mackenzie, if I were to go about 
saying that the Notes of the Royal Bank and the Commercial 
Bank had no value, would look at me as black as thunder. Mill 
himself says that an Order or a Note of Hand, so long as the 
Credit of the issuer is sound, is of the same Value as Gold 

The fact is, that so long as ideas of Value are mixed up with 
and founded on Labour, the subject is plunged into inextricable 
difficulties and contradictions. But as soon as we clearly adopt 
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Exchangeability as the sole test of value all difficulties and 
obscurities are cleared up and dispersed like a fog before the 
morning sun. A Bank Note or a Bill of Exchange has Value 
because it is exchangeable and will be paid in gold. And Money 
itself has Value only because it is exchangeable. In the dialogue 
I quoted in my first lecture the writer pointed out clearly that 
Money might be Wealth in some places and not in others ; that it 
was only Wealth in those places in which it was exchangeable 

On the Error of the Expression Intrinsic. Value 

I must now say something about an expression which has been 
the source of enormous confusion in Economics ; and which has 
especially obscured the Theory of Credit : and no progress can be 
made in the science until it is entirely exterminated 

All ancient writers clearly understood that the Value of a 
thing is something external to itself: and I have never found in 
them any trace of such a confusion of ideas as Intrinsic Value 

It is not easy to say when this unfortunate expression arose. 
But it came into use in this way. When people thought of Value 
they looked at some Quality of the thing as its Value. They then 
began to speak of Intrinsic Value. So long ago as 1696 an 
able writer, Barbon, pointed out the confusion which had arisen 
from mistaking the absolute Qualities of a thing for the Quantity 
of things it would exchange for 

But, unfortunately, Smith is the principal author of the con- 
fusion on the subject in modern times. He begins by defining 
the Value of a thing to be something else it will exchange for, 
and therefore something External to itself: and then he sud- 
denly changes his ideas of Value to the Quantity of Labour 
expended upon obtaining the thing itself. Thus the Quantity 
of Labour necessary to produce anything came to be con- 
sidered Value : and Value came to be called Intrinsic. This 
unhappy phrase, Intrinsic Value, meets us at every turn in 
Economics: and yet the slightest reflection will shew that to 
define Value to be something External to a thing, and then to 
be constantly speaking of Intrinsic Value, are self-con- 
tradictory and inconsistent ideas 

Thus over and over again it is repeated in Economical treatises 
that Money has Intrinsic Value : but that a Bank Note is 
only the Representative of Value 
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Money, no doubt, ia the prodaoe of Labour : bnt Smith himself 
saya that if Money would exchange for nothing it would have no 
Value : so that after all he cornea back to Exchangeability as the 
real essence of Value. How, then, can the Value of Money be 
Intrinsic ? How cau anything have Intrinsic Value unless it has 
the things it will exchange for inside itself? Money will 
exchange for lands, houses, corn, carriages, &c, &c, and each of 
theae ia a "Value of the Money; but which, of these is its 
Intrinsic Value? 

Money remains exactly the same wherever it may be placed : a 
hogshead full of sovereigns would have immense Value iu the 
middle of London : but if a man had them in the midst of the 
ocean, or on a desert island, where would their value be ? 

I have just shewn that the key to the solution of the whole 
difficulty lies in adopting Exchangeability and not Labour aa the 
real essence and principle of Value : and that Money and Bank 
Notes have Value for exactly the same reason and no other 

The expression, Intrinsic Valne, is so common that persons are 
apt to overlook its incongruity of ideas It is, however, a plain 
contradiction in terms. It is to confound an Internal 
Quality with an External Relation. If we use words of 
similar import, whose meaning has not been so corrupted, its 
absurdity will be apparent at once. Thus, who ever heard of 
Intrinsic Distance ? or of an Intrinsic Ratio ? These 
expressions are manifestly absurd : bnt they are in no way more 
absurd than Intrinsic Value. If we speak of the Intrinsic 
Value of Money we may just as well speak of the Intrinsic 
Distance of Edinburgh Castle: or the Intrinsic Ratio of 
five. To say that Money has Intrinsic Value because it is 
material 'and the produce of Labour, is just as absurd as to say 
that a wooden yard measure is Intrinsic Distance, and that the 
space between two points a yard apart is Representative of 
Distance 

On Money and Credit 
Having now explained the nature of Economic Quantities, and 
slightly touched upon the Laws of their relations, I now come to 
the consideration of those Economic Quantities which bankers 
exclusively deal in — namely, Money and Credit ; and I 
must now explain their nature and uses 
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We have abundant evidence that in the early ages of the world 
there was no such thing as Money. When persons traded the; 
exchanged the products directly with each other 
Thus we have in the Iliad 

" From Lemnoa' isle a numerous fleet had come, 
Freighted with wine. 

All the other Greeks 
Hastened to purchase, some with brans, and Home 
With gleaming iron : some with hides, 
Cattle, and slaves " 
This exchange of products against products is called Barter : 
and the inconvenience of this mode of trading is palpable. What 
haggling and bargaining it would require to determine how much 
leather should be given for how much nine ! how many oxen or 
how many slaves ! Some ingenious person would then discover 
that it would greatly facilitate traffic if the things to be exchanged 
could be referred to some common measure of Value. There are 
several passages in the Iliad and Odyssey which shew that even 
while traffic had not advanced beyond barter, such a standard of 
reference was used. We find that various things were estimated 
as being worth bo many oxen. Thus, in one place Fallas's shield, 
the .ZEgis, had 100 tassels, each of the value of 100 oxen. Id 
another place, Homer laughs at the folly of Qlancus, who ex- 
changed his golden armour worth 100 oxen for the bronze armour 
of Diomede, worth 9 oxen. In another place, Achillea offers as a 
prize in the funeral games in honour of Patroclus, a large tripod, 
which the Greeks valued at 12 oxen, and to the loser a female 
slave, whom they valued at 4 oxen. But it must be observed that 
these oxen did not pass from hand to hand like money. The state 
of barter continued, as it is quite common at the present day to 
exchange goods according to their value in money, without any 
actual money being used. Such a state of things in no way 
implied the existence of money 

The necessity for money arises from a different cause. So long 
as the things exchanged were equal in value there would be uo 
need for money. If it always happened that the exchanges of 
products and services were equal there would be an end of the 
transaction. But it wonld often happen that when one penon 
required some product or service from some one else, that other 
person wonld not require an equivalent amount of product or 
service from him : or perhaps even none at all. If, then, a 
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transaction took place with sncb an unequal result, there would 
remain a certain amount of product or service due from the one to 
the other: and this would constitute a Debt — that is, a Bight 
or Property would be created in the person of the one who had 
received the less amount of product to demand the balance due at 
some future time : and at the same time there would be the 
corresponding Duty created on the person of the other who had 
received the greater amount to render the balance due when 
required 

.Now, among all nations and persons who exchange this result 
must inevitably happen: persons want something from others 
when those others want nothing, or not so much, from them- 
And it is easy to imagine the inconveniences which would arise if 
persons never could get anything they wanted unless the persons 
who could supply those things wanted something in return at the 
same time 

In process of time all nations hit upon this plan: they fixed 
upon some Material substance, which they agreed to make 
always exchangeable among themselves to represent the amount of 
Debt 

That is, if an unequal exchange takes place among persons, 
so leaving a balance due from the one to the other, the person 
who has received the greater amount of product or service gives a 
quantity of this Universally Exchangeable Merchandise to make 
up the balance, so that the person to whom the balance of product 
was due might get an Equivalent from some one else 

Suppose that a wine dealer wante bread from a baker : but the 
baker wants no wine, or not so much wine, from the wine dealer 

The wine dealer takes the bread from the baker, and gives him 
in exchange as much wine as be wants, and makes up the balance 
by giving him an amount of this generally exchangeable mer- 
chandise equivalent to the deficiency : or if the baker wants no 
wine at all, the wine dealer gives him the full equivalent of the 
bread in this merchandise 

The baker perhaps wants meat or shoes, but not wine. Having 
received this universally exchangeable merchandise from the wine 
dealer, he goes to the shoemaker or butcher, and obtains from 
them the equivalent of the bread he sold to the wine dealer. 
Hence the satisfaction which was due to him from the wine dealer 
is paid by the butcher or shoemaker 
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This universally exchangeable Merchandise is called Money : 
and these circumstances shew its fundamental nature. Its function 
is to represent the Debts which arise from unequal exchanges 
among men : and to enable persons who have rendered services to 
others, and have received no equivalent for them, to obtain that 
satisfaction or equivalent from some one else 

Many different kinds of substances have been used for this 
purpose : but however different in their form, this is the universal 
want they supplied : and it is clear that the true nature of Money 
is to be a Right or Title to demand something to be paid or 
done by some one else 

Now when one person takes a piece of money in exchange for 
products or services he can neither eat it nor drink it, nor clothe 
himself with it : it is of no direct or absolute use to him in itself: 
its sole use is to be a Sight or Title to demand some thing 
from some one else. At the same time it is not a Right or Title 
to any other speoific thing. The person who takes Money in 
exchange for a product only does so because he believes or has 
confidence that he can exchange it away again for something he 
does want whenever he pleases. It is therefore what is called 
Credit 

Thus a London merchant, writing in the time of the Common- 
wealth, says, " Having now pointed out the inconvenience of these 
metals (Gold and Silver) in which the medium of commerce or 
Universal Credit hath formerly been placed. . . . Now that 
such Credit is as good as Money will appear if it be observed that 
Money itself is nothing else but a kind of Security, which 
men receive upon parting with their commodities, as a ground of 
Hope or Assurance that they shall be repaid in some other 
commodity " 

So also Edmund Burke says of Gold and Silver, " The two 
great recognised species that represent the lasting conventional 
Credit of mankind " 

Hence we obtain the fundamental Conception of Credit 

Credit is anything which is of no direct use in itself, but which 
is taken in exchange for products and services solely on the Belief or 
Confidence that we can exchange it away again for something we 
do want 

Credit is therefore the Bight or Property of demanding 
something to be paid or done by some Pergoa. It is not a 
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Right to any specific thing. It is only the Bight to a future 
payment by some person : it must be carefully observed that 
Credit is the Name of a certain species of Bight or 
Property 

Aristotle, the Physiocrates, Berkeley, Smith, Thornton, Mill, and 
Jurists have seen the true nature of Money 

The subject of Money and Credit is of such fundamental im- 
portance, and so much misconception has prevailed respecting it, 
that I must shew you that a whole series of writers have seen the 
identical nature of Money and Credit 

Thus Aristotle says, " But with regard to a future exchange (if 
we want nothing at present, that it may take place when we 
do want something), Money is, at it were, our Security 

(fyyw/W*) " 

So an old pamphleteer, in* 1710, saw the same truth. He says, 
" Trade found itself unsufferably straightened and perplexed for 
want of a specie of a complete intrinsic worth as the medium to 
supply the defect of exchanging, and to make good the balance 
where a nation, or a market, or a merchant demands of another a 
greater quantity of goods than either the buyer hath goods to 
answer, or the seller had occasion to take back 9 ' 

So the celebrated metaphysician, Bishop Berkeley, asks in his 
Querist — 

"Whether, other things being given as climate, soil, and the wealth 
be not proportioned to industry : and this to the circulation of 
Credit; be the Credit circulated by what Tokens, or Marks 
whatever ? 

Whether the true idea of Money, as such, be not altogether 
that of a Ticket or Counter ? 

Wheth$ the terms Crown, Livre, Pound Sterling, are not to be 
considered as exponents or denominations: and whether Gold, 
Silver, and Paper are not Tickets and Counters for reckoning 
and recording and transferring such denominations ? 

Whether Power to command the Industry of others be not 
real Wealth ? And whether Money be not in truth Tickets 
or Tokens for recording and conveying such Power ? 

Whether all Circulation be not alike a Circulation of Credit, 
whatsoever medium — Metal or Paper — is employed: and 
whether Gold be any more than Credit for so much Power ? 
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Bandeau, one of the most eminent of the first school of modern 
Economists, says, " This coined Money in circulation is nothing 
but effective Titles on the general mass of useful and agreeable 
enjoyments which cause the well-being and propagation of the 
human race 

" It is a kind of Bill of Exchange or Order payable at 
the will of the bearer 

(t Instead of taking the share in kind of all matters of sub- 
sistence, and all raw produce annually growing, the sovereign 
demands it in Money, the effective Title, the Order, the 
Bill of Exchange, &c." 

So Smith says: " A guinea may be considered as a Bill for a 
certain Quantity of necessaries and conveniences upon all the 
tradesmen of the neighbourhood " 

So Henry Thornton, the eminent banker, says: "Money of 
every kind is an Order for goods. It is so considered by the 
labourer when he receives it, and is almost instantly turned into 
money's worth. It is merely the instrument by which the pur- 
chasable stock of the country is distributed with convenience and 
advantage among the several members of the community " 

So Mill says : " The pounds or shillings which a person receives 
weekly or yearly are not what constitutes his income, they are a 
sort of Ticket or Counter, which he can present for payment 
at any shop he pleases, and which entitle him to recive a certain 
value of any commodity that he makes choice of. The farmer 
pays his labourers and his landlord in these Tickets, as the 
most convenient plan for himself and them " 

It is so clearly understood that Money is nothing but the 
Bight or Title to demand something to be paid or done, that 
many Jurists expressly class Money under Incorporeal Property. 
Thus Vulteius enumerates among Incorporeal Property: " Num- 
mus in quo non materia ipsa, sed Valor attenditur.'— " M oney, 
in which not the Material is regarded but the value" 

Gold and silver money may therefore be justly termed 
Metallic Credit 

I have thus shown you that writers of all classes, philosophers, 
Economists, practical men of business, and Jurists, are perfectly 
well agreed upon the fundamental nature of money. It represents 
Indebtedness; or services due to its owner which he can 
command at any time he pleases 
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A great many different substances have been used by different 
nations to represent this universal want. The Hebrews, we 
know, used Silver: although no money was in use in the times of 
the Homeric poems copper bars or skewers were sometime 
afterwards used as Money in Greece, which were superseded by a 
silver coinage. The ^Ethiopians used carved pebbles : the 
Carthaginians leather discs with some mysterious substance sewn 
up in them. Throughout the islands of the Eastern ocean and 
many parts of Africa shells are still used. In Thibet and some 
parts of China little blocks of compressed tea are used as money. 
In the last century dried cod was used in Newfoundland: sugar in 
the West Indies: and tobacco in Virginia. Smith says that in his 
day nails were used as money in a village in Scotland. In some 
of the American colonies, powder and shot: in Campeachy, 
logwood: and among the North American Indians, belts of 
wampum were used as Money. We read of another people who 
used cowries for small change, and the skulls of their enemies for 
large sums. It is said that in 1867 the proprietors in Virginia 
were reduced to such straits as to use dried squirrel skins as 
Money 

But when we consider the purposes for which Money is 
intended it is easily seen that no substance possesses so many 
advantages as Metal. The use of Money being to preserve the 
record of services due to the owner of it for any future time, it is 
clear that Money should not be liable to alter by time. A Money 
of dried cod would not be likely to keep very long, nor would it 
be very easily divisible. I very much doubt that bankers would 
like to keep their accounts in Finnan Haddocks, or tobacco, or 
sugar, or powder and shot. One of the very first requisites of 
Money is that it should be easily divisible into very small 
fragments, so that its owner should be able to get any amount of 
service he pleases at any time. Taking these requisites into 
consideration, it is manifest that there is no substance which 
combines these qualifications so well as a Metal. It is uniform 
in its texture: it can be divided into auy number of fragments, 
each of which shall be of equal value to another fragment of equal 
weight, and if required these fragments can always be re-united 
and form a whole again, of the aggregate value of all its parts, 
which can be said of no other substance. All civilised nations 
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therefore have agreed to adopt Metal as Money, tad of Metals- 
Gold, Silver and Copper have been chiefly preferred. 

On Credit 

So long as nations continue in a low state of civilisation this 
Credit or Money is made of some material substance: when they 
advance in civilisation they use Credit of another form 

It has been seen that the necessity for Money arose out of 
unequal exchanges among men. Now suppose that instead of 
Money, the Debtor gives the Creditor a simple Promise to 
render the balance of service due when required. Then the Cre- 
ditor has the Sight to demand an equivalent at a future time. 
But that Promise is only a Right against a particular person. If 
I have a tea merchant's Promise to give me five pounds of tea, and 
I happen to want tea, and if the tea merchant can fulfil his pro- 
mise and give me the tea whenever I want it, such a Promise is 
exactly equivalent to me to so much Money 

Now that Promise is only the Right to demand a particular 
thing from a particular person : and that person may die, or 
become insolvent, and unable to fulfil his promise. Hence the 
Value of the Promise is particular and precarious. The tea ig the 
Value of the promise : and to any one who wants tea the promise 
is exactly of the same value as Money. So if any one wants any 
particular thing, an Order for that thing is of exactly the same 
Value as Money with regard to that particular thing. If a person 
wants a shilling's worth of bread, an Order for that amount of 
bread is of exactly the same Value as a shilling with regard to 
bread : an Order for a shilling's worth of milk is of the same 
Value as a shilling with regard to milk : and so on with every- 
thing else. The only difference is that each of these Orders only 
entitles the owner to get one particular thing : whereas with a 
shilling he can buy a shilling's worth of bread, or of milk, or of 
wine, or of anything else he pleases. Hence each of these Orders 
has got only one Value, whereas Money has a multitude of Values. 
Again, if the person who has made the promise cannot fulfil it, 
the Promise has lost its Value. But if a person has Money, he 
can always find some person to give him the equivalent he wants 
for it. Hence such an Order has only particular and precarious 
Value : but Money has general and permanent Value 

Now, this Order or Promise or Bight is what is usually 
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termed Credit : and it is clearly seen that though it is of a lower 
form, it is yet of the same general nature as Money. And as in 
Economics we are in no way concerned with the materials of 
things : and since these Bights or Orders may be ex changed 
or bought and sold equally as well as any material Chattels, they 
are termed Pecunia, Res, Bona, Merx, in Roman Law : xf y ^t iaTa * 
ayaOa, Trpdyfmra, oikos in Greek Law : Goods and Chattels, and 
Vendible Commodities in English Law : and therefore Wealth 
in Economics 

From this it is seen that it is perfectly possible to carry on* the 
exchanges of society without material Money. During the late 
civil war in America gold and silver money entirely disappeared 
from circulation : and private Tickets of the nature I have de- 
scribed took its place. Instead of Metallic Money people had 
their pockets filled with bread tickets, milk tickets, railroad tickets, 
and many others. If a man had his hair cut and tendered a dollar 
in payment he could not get change in money, but he received so 
many tickets promising to cut his hair so many times. I observed 
one case in an American paper in which payment was made in 
tickets promising to buy strawberries when the season came on 

The whole matter may be put in a very simple form. Suppose 
a person has sold commodities, or done services to other people, 
he is evidently entitled to receive either an equivalent service at 
the same time, or the Bight to demand some equivalent service at 
a future time. Now this Right may be in two forms : it may 
either be in the form of Metallic Money, which is a General Right 
to demand any equivalent service from the whole mercantile com- 
munity: pr it may be in the form of a Promise from some 
particular person, and only enforceable against that person. In 
either case the Creditor is entitled to receive a Sight : the only 
difference is that one form of Right is general and permanent, and 
the other is particular and precarious. But for all that they are 
of the same general nature. It is therefore clear that Money and 
Credit are homogeneous quantities, and that Money is only the 
highest and most general form of Credit 

The reason why Paper can supersede Metallic Money is now 
evident. An order to receive a coat could not serve as a sub- 
stitute for a coat, because it cannot serve the same purpose : an 
order to receive bread cannot supersede the bread itself, because it 
cannot serve as food. An order for such things can never super- 
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sede the things themselves, because they are heterogeneous 
quantities. But an order to pay Money can supersede Money, 
because they are homogeneous quantities. As Daniel Webster, the 
eminent American Jurist, said — " Credit is to Money what Money 
is to Goods : " that is, Credit is an Order to pay Money, and 
Money is an Order to pay Goods. Consequently the exchange of 
Paper for Gold is only the exchange of a Particular Eight for a 
General Right. To be useful Money must be exchanged away, 
just as Paper is. Hence if Paper can be exchanged for exactly 
the same things that Gold can, Paper has the same Value as Gold 
Now, as we have agreed that exchangeability is the sole essence 
and principle of Wealth: and that whatever can be exchanged, or 
bought and sold is technically termed Wealth in Economics : and 
as these Credits or Debts can be exchanged or bought and sold 
just like any material chattels, it follows that these Credits are 
Wealth, for exactly the same reason that gold is. The whole 
mass of these Credits in a country constitute a vast mass of 
Exchangeable Property, and they affect prices exactly as so much 
gold: and they are the subject of the most colossal commerce in 
modern times, namely, the business of Banking 

On Capital 

We are now come to the last Definition, or General Concept, 
whose meaning it is absolutely necessary to fix in order to under- 
stand the subject — namely, Capital 

The word Capital is derived from the word Caput, which is 
the root of a plant, or the source of a spring, or the source from 
which any increase flows 

Stephens in his Thesaurus defines the word thus — 
K€<£aA(Hov — Caput undefructus et reditu* manat 
Capital, the source from which any Profit or Revenue flows 
So Senior, the eminent Economist, says — " Economists are 
agreed that whatever gives a Profit is properly termed 
Capital" 

This is a good general Definition, suitable for the purpose of 
Science : and the whatever gives a Profit must be interpreted 
in as wide and general a sense as the Anything whose Value 
can be measured in money is in the definition of Wealth 
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Now any Economic Quantity whatever may be used in two 
different ways — 

1. The proprietor may use it himself for Jiis own personal 
enjoyment 

2. He may trade with it : i. *., use it so as to produce a Profit 
When any Economic Quantity is traded with, or used to pro- 
duce a profit, it is termed Capital 

The definition of Capital is this — 

Capital is any Economic Quantity whatever used so as to 
produce a Profit 

We have seen that Economic Quantities are of three distinct 
orders: (1) Material Things ; (2) Labour, or Personal Qualities ; 
and (3) Eights ; and each of these Quantities may be used in 
either of the above ways: that is, each of them may be used as 
Capital 

1. Material Things. — Suppose that a person has a sum of money. 
If he expends it on his household requirements or on personal en- 
joyments, such money is not used as Capital 

But if he lends it out at Interest, then it is used as Capital. 
Or if he buys into the Funds, or buys Shares in a Commercial 
Company which bring him in a Eevenue, he uses that money as 
Capital 

Or if he buys Goods with the intention of selling them again 
with a profit, he uses the Money as Capital : and the Goods are 
also Capital, because they are intended to be sold again with a 
Profit 

So, if the owner of land lives upon it himself and uses it for his 
own enjoyment, he does not use the land as Capital: but if he 
lets it out to farmers, or to a builder to build houses upon, and 
receives a Rent for so doing, then he uses the Land as Capital 
Some great noblemen possess large tracts of land upon which a 
great part of London is built: that land yields them an enormous 
revenue: and therefore it is Capital to them 

2. Personal Qualities,— All modern Economists, Smith, 
Say, Senior, Mill, and others, agree with the author of the Eryxias 
that Personal Skill, Abilities, Energy, and Character are Wealth, 
and may be used as Capital, because persons can make an 
Income by their employment as well as by any material Chattel 
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But Personal Qualities may be used to make a Profit, of a 
Capital, in two distinct ways : if used in one way they are termed 
Labour : if in the other Credit 

(a) Personal Qualities as Labour.-— If a man digs in 
his garden for his own amusement ; or if he sings, acts, or gives 
lectures for the private delectation of his friends, such Labour is 
not Capital 

But if he sells his Labour in any capacity whatever, either as a 
ploughman, or artisan, or in any professional capacity, such as 
an advocate, a physician, an engineer, &c, and makes a Profit by 
so doing, he uses his Labour as Capital. He makes an Income 
which is measurable and taxable just in the same way as if he 
made an income by selling material commodities, such as corn, or 
cattle, or wine, or other goods : and therefore he uses his Labour 
as Capital 

Thus Huskisson said he " had always maintained that Labour 
is the poor man's Capital " 

So Mr. Cardwell, addressing his constituents, said — u Labour 
is the poor man's Capital " 

So a writer in a daily paper, speaking of the Irish peasants, 
said — "The only Capital they possess is their Labour, which 
they must bring into the market to supply their daily wants " 

And the Economist, speaking of them, said — "They have no 
Capital but their Labour " 

(b) Personal Qualities as Credit. — But a man may use 
his Personal Skill, Character, and Energy for the purpose of 
Profit in another way besides the direct exertion of them for 
money 

He may use them for the purpose of purchasing goods, 
materials, or employing Labour, by giving in exchange for them 
a Promise to Pay at a future time, instead of actual Money. In 
popular language, this Purchasing Power of Character is 
termed Credit. A merchant or trader is said to be in " good 
Credit " when persons are willing to sell to him goods or labour, 
and take in exchange for them a Promise to Pay at a future 
time instead of actual money. And a trader makes a Profit by 
trading with his Credit, precisely in the same way as if he traded 
with money 

Thus Smith says — u Trade can be extended* as stock increases, 
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and the Credit of a frugal and thriving man increases much 
faster than his stock. His trade is extended in proportion to the 
amount of both [*. *., his Stock and his Credit] : and the sum 
or amount of his Profits is in proportion to the extent of his trade : 
and his annual accumulation in proportion to the amount of his 
Profits " 

So Mill expressly defines wealth to be anything which has 
Purchasing Power; and in a multitude of places he says that 
Credit is Purchasing Power : and therefore Wealth by his own 
definition 

But a merchant's Credit or Purchasing Power does not come 
into Economics until he actually does make some purchase with 
it ; and when he does exercise his Credit in this way, he gives 
his Promise to Pay in exchange for the goods instead of money, 
and it is the Promise to Pay which is the Economic Quan- 
tity termed Credit, and it may be bought and sold like any 
chattel any number of times before it is paid off and material ex- 
tinguished 

(c) Bights. — When Personal Qualities are used as Credit a 
Bight of Aotion is created, and this Eight of Action is a saleable 
commodity — Pecunia, Res, Merx — and may be bought and sold, 
and used as Capital, as well as any material chattel. The 
Commerce in these Eights of Action is the most colossal branch 
of modern Commerce, and is, as we shall see, the express business 
of Banking 

But any other Eight may be used as Capital. If a person buys 
into the Funds they produce him a Profit, and are, therefore, 
Capital to him. If he buys Shares in a Commercial Company, 
they are Capital. If a trader buys the goodwill of a business, it 
is Capital to him. If an author writes a successful work, the 
Copyright of it is Capital to him, and he may sell it to a 
publisher, and then it becomes Capital to the publisher 

There is no stick thing as Absolute Capital 

We observe from the preceding considerations that there is no 
such thing as Absolute Capital — that is, there is nothing 
which is in its own nature, and always, Capital. Whether 
anything is Capital or not depends entirely upon the method 
in which it is used. As Mill says, the distinction between 
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Capital and non-Capital does not lie in the kind of the 
Commodities, but in the Mind of the Capitalist ; in his will to 
employ it in one way rather than in another. It is sometimes 
supposed that Capital means simply the accumulation of the 
products of past labour ; but this is a most vital error, and must 
be most carefully guarded against. All the accumulation of the 
past is not Capital ; but only that portion of it which is used for 
the purpose of Profit, or traded with ; and we shall shortly see 
that we can trade with, and make a Profit of, not only the 
accumulation of the Past, but also of the Anticipation of 
the Future 

Capital may Increase in Two Ways 

Now, Capital may increase in two different ways — 

1. By a direct and actual Increase of Quantity: thus flocks 
and herds, cattle, corn, and all fruits of the earth, increase by 
adding to their number or quantity 

2. But Capital may also increase by Exchange — that is, 
selling something at a higher price than it cost; that is, by 
Commerce 

It is in the second of these ways that Money is used as 
Capital. Money is used as Capital by exchanging it away for 
goods which are sold for a greater sum than they cost, or by 
advancing a sum of money and acquiring the Bight to be repaid 
a larger sum at a future time; and it is also clear that any 
Economic Quantity which is used as a substitute for money to 
purchase goods with, and for the purpose of profit may be used as 
Capital as well as money, by the force of the definition which 
Senior says all Economists are agreed upon 

Hence, if a trader can purchase goods by means of his 
Credit — that is, by giving his Promise to Pay at a future time, 
and by so doing sells the goods at a higher price than he gave 
for them, and so makes a Profit after paying and discharging the 
Debt he has incurred — it is clear that his Credit is Capital 
to him exactly in the same way and in the same sense that 
Money is 

Take a very simple example. Suppose a trader buys goods for 
£100, and sells them for £125 ; he first replaces his original 
Capital of £100, and then he has a Profit of £25 ; he is, there- 
fore, better off by £25 at the end of the operation than he was at 
the beginning, and he has used his money as Capital 
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On the other hand, suppose that a trader saw that he could 
make a Profit, if only he had the means to purchase the goods ; 
but suppose that he has no money and has no Credit, then he can 
purchase no goods and he can make no Profit 

But suppose that he has Credit — that is, the owner of the 
goods has confidence in his skill, integrity and character — he may 
sell him the goods and take in exchange for them the trader's 
Promise to Pay at a future time, instead of actual money 

Now, as the payment is deferred, and there is always some risk 
of failure of payment, the Price in Credit is higher than the 
Price in Money. Suppose the Price in Credit is £105 ; then, as 
before, the trader sells the goods for £125. At the agreed upon 
time he discharges his debt of £105, and he has then £20 of 
Profit over : that is, he is better off by £20 at the end of the 
operations than he was at the beginning : and thus he has used 
his Credit as Capital 

Now by the Cash purchase he is £25 better off, and by the 
Credit purchase he is £20 better off than he was at the 
beginning. It is true he does not make so great a Profit by 
Credit as by Cash ; but yet he has made a Profit by his Credit 
which he could not have made without it. Hence by the very 
definition, his Credit has been Capital to him, and it has 
produced exactly the same circulation of commodities that Cash 
would have done. Hence it is clear that Credit is Pro- 
ductive Capital exactly in the same way and in the same 
sense that Money is 

We now see how a clear and distinct understanding of funda- 
mental terms removes all difficulties and doubts. You are 
doubtless aware that many persons have found it very hard to 
apprehend how Credit is Capital. But when we agree that 
Wealth is Anything which has Purchasing Power, 
all difficulty vanishes. Because Credit is Purchasing 
Power. Money is Purchasing Power ; and a Trader's Credit is 
the Purchasing Power of his Character, one and above his Money. 
His Money and his Credit are equally Purchasing Power, 
and therefore equally Wealth. And as we have seen that 
Capital is Anything which produces a profit, and a trader 
makes profit equally by his Money and his Credit it necessarily 
follows that his Money and his Credit may be equally used as 
Capital 
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Yon thus see that the expression thai Credit is Capital, which 
has caQed forth so modi dissent, means nothing more than this, 
that Commerce is carried on by means of Promises to Pa y or by 
Bights of Action, as well as by Money 

I am happy to say that we hare now wamined and settled 
the meaning of all the fundamental terms which are necessary for 
our subject, and in the two following Lectures I shall proceed to 
explain the mechanism of the colossal commerce in Credit or 
Debts 



LECTURE III 

THE THEORY OF CREDIT— MEANING OF CREDIT- 
ON THE CREATION OF OBLIGATIONS— ON THE 
TRANSFER OF CREDIT OR DEBTS-ON THE EX- 
TINCTION OF OBLIGATIONS 

We have now, I am happy to say, laid a solid foundation for 
the apprehension of the mechanism of the great System of Credit 

We have seen that Economics is nothing more than the 
Principles and Mechanism of Commerce in its widest extent, and 
in all its forms and varieties; that Wealth is anything whatever 
which is brought into commerce and exchanged, whatever its 
nature may be; that there are Three, and only Three distinct 
orders of Quantities which can be bought and sold, or exchanged ; 
that the true meaning of Property is a Right ; and that there are 
three distinct kinds of Exchangeable Rights, giving rise to six 
distinct species of Exchanges; that a Credit or a Debt is an 
Exchangeable Right, or a Commodity, which can be bought and 
sold like any material Chattel ; and that it has value just for the 
very same reason that anything else has Value, because it is 
Exchangeable for Money at a certain time ; that the essence and 
principle of Wealth and Value consists in Exchangeability and 
not in Labour, as is so often supposed. And when we clearly 
understand and grasp these conceptions all difficulty in appre- 
hending the System of Credit vanishes: because the System of 
Credit consists merely in the Creation, the Sale and Exchange or 
Transfer, and the Extinction of the Goods and Chattels, the 
Commodities or Merchandise termed Credits or Debts 
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As what I am going to say may appear new to some, I wish at 
once to say that there is in reality no novelty in it at all. It 
would be quite unsuitable to bring novelties in science before a 
popular audience. Scientific theories must first be elaborated 
and examined and approved of by men of competent skill in their 
studies: and it is only after they have been so examined and 
approved of that they should be brought before the general 
public. And this is exactly the present case 

If it were asked how that wonderful people, the Romans, 
commencing with a petty village, gradually extended their empire 
over so large a portion of the world, it would probably be said 
that it was due to their hardihood and discipline. But probably 
a cause which has been entirely overlooked contributed in no 
slight degree to the result : it was their wonderful and methodical 
habits of business ' 

When the practice of writing became common it was established 
as a custom or law at Rome that every Dominus, or head of a 
house, should keep a family ledger, as strict and exact as those of 
a modern banker. In this he was obliged to enter all his receipts 
and disbursements: all sums of money borrowed and lent: all 
trade profits and losses : and these family ledgers were the only 
legal evidence of Debts among Roman citizens received in Courts 
of Justice. And it is from these family ledgers that the whole 
modern system of bookkeeping and Credit has been developed. 
As the Romans extended their conquests the Roman bankers 
established correspondents in foreign cities, and thus invented the 
whole system of Bills of Exchange. The Juridical Theory of 
Credit was developed and brought to absolute perfection by the 
great Roman Lawyers, and is contained in the great Code or 
Digest of Roman Law, called the Pandects of Justinian, and has 
been the Mercantile Law of all Europe, except England, for 1300 
years. It is contained in all the great Continental Jurists, too 
numerous to mention, and also in the institutional writers of 
Scotch Law, Stair and Erskine, and has recently been adopted by 
Statute as the Law of England 

I propose, then, in the present lecture to explain the great 
Juridical Theory of Credit as it was developed by the Roman 
Lawyers, and in the following one to shew its practical applica- 
tion in the mechanism of the business of Banking 
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ON THE NATUEE OF CKEDIT 

Personal Qualities are Wealth 

I shewed you in my first Lecture that the author of the 
dialogue Eryxias in ancient times expressly classed Personal 
Qualities as Wealth, because persons can make an income 
by their use 

Adam Smith, and all Economists of note since his day, agree 
in this. Thus under the title of Fixed Capital, Smith enumerates 
" the acquired and useful Abilities of all the inhabitants, or 
members of the Society. . . These Talents, as they make 
a part of his fortune, so do they likewise that of the society to 
which he belongs." Thus you see that Smith expressly classes 
Personal Qualities, Ability, Energy and Character under the title 
of National Wealth ; and in order not to weary you by too many 
quotations, I will simply say that all Economists of note — 
Senior, Say, Mill, and others— -do the same. And the reason is 
that persons can make an income by trading with their Personal 
Qualities exactly in the same way as if they were trading in 
material goods. Personal Qualities may be called Moral or 
Personal Capital 

Personal Qualities may be used as Capital, or so as to produce 
a Profit, in two distinct ways 

1. By their direct exercise as Labour, with which, however, 
we are not concerned in this course 

2. They may be used as Purchasing Power — that is, by 
purchasing Goods and Labour, by giving a Promise to Pay 
at a future time, instead of actual money, in exchange for them. 
Personal Character used in this way as Purchasing 
Power, is, in popular language, termed Credit 

Innumerable eminent writers recognise Personal Credit as 
Personal Property or Wealth 

Thus Demosthenes says — SvoCv 'AyaOoCv ovrow ttXovtov tc koli 
tov -xrpos a7ravras Trtorcvco'flai, ficC£6v itrri to t^s -xti'otcws virap-^ov 
•qfiiv 

There being two kinds of Property, Money and General 
Credit, our greatest Property is Credit 

So again — €i tovto dyvoeCs on IIi'otis *A<j>opfi7J rwv iraow 
iori fi€yia"rrf irpos xP ^ 7f tano 7 Jt ° , ' ir * v *" ^yvoijo-cias 
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If you were ignorant of this that Credit is the greatest 
Capital of all towards the acquisition of Wealth, you would 
be utterly ignorant 

Thus you will see that Demosthenes expressly classes Per- 
sonal Credit under the terms dyaOd, Goods; virapxov, Pro- 
perty, and d<t>opfi7J, Capital 

I will only cite a few modern writers 

Melon says: — "To the calculation of values in Money there 
must be added the current Credit of the merchant and his 
possible Credit" 

Dutot says : — " Since there has been regular commerce among 
men, those who have need of Money have made Bills or Promises 
to pay money. The first use of Credit therefore is to represent 
Money by Paper. This usage is very old; the first want of it 
gave rise to it. It multiplies specie considerably ; it supplies it 
when it is wanting, and which would never be sufficient without 
the Credit, because there is not sufficient gold and silver to 
circulate all the products of nature and art. So there is in 
commerce a much larger amount in Bills than there is specie in 
the possession of the merchants 

"A well-managed Credit amounts to tenfold the funds of a 
merchant, and he gains as much by this Credit as if he had ten 
times as much Money. This maxim is generally received among 
all merchants 

" Credit is therefore the greatest Wealth to every one 
who carries on commerce " 

So Junius says :— " Private Credit is Wealth " 

Franklin says : — "Credit is Money" 

On this subject none is more emphatic than Mill 

Thus in the beginning of his work Mill expressly says: — 
" Everything forms therefore a part of Wealth which has 
a Power of Purchasing: " 

He then says: — u For Credit, though it is not productive 
power, is Purchasing Power " 

Also " The amount of Purchasing Power which a person 
can exercise is composed of all the Money in his possession, or due 
to him (»'. e.y the Bank Notes, Bills and Notes he has) and of all 
his Credit" 

Also — " Credit, in short, has exactly the same Purchasing 
Power with Money" 
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And he repeats the same thing in numerous other passages 
Now if Mill lays it down as the fundamental definition of 

Wealth that " Everything that has Purchasing Power 

is Wealth " 
And if he says that " Credit is Purchasing Power " 
Then the necessary inference is that " Credit is Wealth " 
That is a syllogism in which Mill is safely padlocked, and from 

which there is no escape 

Hence it is seen by the direct statement of all these writers — 
and I might cite innumerable others if necessary— that Mer- 
cantile Character is Purchasing Power and is 
Personal Capital, because it is used as well as Money to 
purchase goods and labour with. And if a man can purchase 
Goods, Labour, or Money with his Personal Credit, then his 
Credit has a Value which is measured in Money as well as that of 
any material chattel 

Hence Mercantile Character is Wealth, Valuable Property, and 
may be used as Capital as well as any material chattels 

And a merchant's character or Credit may be damaged and 
injured by false reports, just as his material chattels may be 
damaged and injured by material violence. To damage a 
merchant's Credit is to injure and destroy his Purchasing 
Power : and as we have seen that everything which has Pur- 
chasing Power is Wealth ; to ruin a merchant's Credit is exactly 
the same injury to him as to rob him of so much money : and he 
has an action against any one who injures his Mercantile Credit 
equally as he has against any one who injures his material 
chattels 

On the Creation of Obligations 

Mercantile Character or Credit is, then, now universally admitted 
to be Purchasing Power or Wealth; but as Value or Demand 
does not enter into Economics unless a person manifests his Value 
or Demand for something by giving something in exchange for 
it: so Mercantile Character or Credit does not enter into 
Economics until the merchant actually exercises his Credit by 
making a purchase with it 

And when a merchant buys goods with his Credit it is an 
absolute Sale just as much as if the purchase had been effected 
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with money : he acquires the Property in the goods as fully and 
effectually as if he had paid for them with money 

But at the very instant that the Property in the goods is 
ceded to the merchant, a Contract or Obligation is created between 
the two parties, the Buyer and Seller of the goods, which consists 
of two parts 

1. The Right to demand payment in the Person of the Seller 

2. The Duty to pay in the person of the Buyer 

These two Quantities constitute the Contract or Obligation or 
the Bond of Law between the two persons 

In this Contract or Obligation it is the Creditor's Right of 
Action to demand payment at a future time, which in Law, 
Commerce, and Economics is termed the Credit 

And this Right of Action, this Credit, is the Price or Payment 
for the goods. When any trader takes a merchant's Bill at three 
months in exchange for goods it is payment for the goods, just as 
much as if it were money. When a merchant gives his Bill at 
three months for goods he has paid for the goods : what he has 
to do at the proper time is to pay his bill 

And the Right of Action is Property or an Exchangeable 
Right: it may be bought and sold, or exchanged: it may be 
recorded on paper, and be exchanged against goods any number of 
times, exactly like a piece of money, until it is paid off and 
extinguished 

Hence it is seen that a Credit is the name of a certain species 
of Incorporeal Property : a Credit is always a Right of Action 
against a Person to pay or do something : a Credit in a Bank 
is a Right of Action against the bank for a sum of money : a 
letter of Credit is a letter, giving the holder the Right to demand 
a sum of money 

When these Rights of Action merely exist in the person of the 
Creditor, they are termed Verbal Credits ; when they are 
recorded on Paper in the form of Bank Notes, Cheques, Bills of 
Exchange, &c, they are termed Paper Credit ; when they 
are recorded in the books of Traders, they are termed Book 
Credits or Book Debts ; and when they are recorded in the books 
of Bankers, they are termed Deposits 

I think that this is a convenient opportunity to warn you 
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against erroneous conceptions of the nature of Credit which are 
not uncommon. It is often supposed that a Credit means the 
goods which are sold on Credit ; sometimes it is supposed that a 
Credit is the Transfer of goods. But both these notions are 
erroneous. A Credit is the Right of Action which is given in 
exchange for the goods ; and it is termed a Credit because any 
one who buys it knows that he does not buy the Right to any 
specific money, but he only buys the Right to demand some money 
from some Person. A Credit is purely an action against a 
Person; it is a jus in personam, and not a jus in rem; and he 
only buys it because he has the confidence or belief that the 
person can pay it at the proper time 

Hence this Right of Action is a distinct Property, or goods, or 
merchandise by itself, exactly like a bale of cotton, a quarter of 
corn, or a ton of coals. Not only may it be exchanged against 
goods, but one Right of Action may be exchanged against another 
Right of Action ; and the whole mass of Credits of all sorts is a 
mass of Exchangeable Property, just like so much gold, or silver, 
or corn, or timber, or any other chattels. Bylcs, J., speaking of 
the mass of Property consisting in Bills of Exchange, &c, says: — 
" This species of Property is now in aggregate Value inferior 
only to the Land or funded debt of the kingdom." This sentence 
was originally written fifty years ago, and it may be safely 
asserted that the mass of Credit in its various forms in circu- 
lation at the present time, several times exceeds the funded debt 
of the country, and is inferior only to that of the land 

Division of Opinion among Jurists as to the Case of the Debtor in 

an Obligation 

Now, when an Obligation has been created between two parties, 
as just described, the case of the Creditor is clear. In exchange 
for the goods he has received a Right of Action. This is his 
Property: which he can sell and exchange for goods or for 
money 

But a strong division of opinion exists among Jurists as to the 
case of the Debtor in the Obligation. When a merchant has 
bought goods, and given a bill at three months for them, is he in 
Debt at the present time ? The great Roman Lai 
he is in Debt, but that the Remedy is deferred 
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But English Law takes a different view. It says that there is 
no Debt until the bill becomes due : and if an action be brought 
against a person before the Debt becomes due, his answer is 
simply that he is nob in debt at all. When a merchant agrees to 
take a Bill at three months in exchange for goods he gets what he 
has agreed to take ; and he is therefore Paid for them : what the 
trader has to do is to pay this bill when ib becomes due 

An analogous case will shew the correctness of this view 

Suppose a tenant takes a house or an apartment, and agrees to 
pay the Eent quarterly. Suppose that after he had been a week 
in the house the landlord came and demanded his Rent: the 
tenant would reply that he owed his landlord nothing : that no 
debt arose until the completion of the three months 

The case of a trader who gives a Bill at three months in 
exchange for goods is exactly similar. The bargain is that he 
shall not be asked* for payment till the three months have expired; 
and accordingly until the three months have expired there is 
nothing due, and therefore no debt 

The importance of this consideration consists in this. It is 
often supposed that when a person is under an Obligation that 
the amount of the Obligation is to be subtracted from his present 
property, and it is expressed by the sign minus or — . But 
this is evidently an error. The Debtor's Duty to pay has no 
present effect ; it is no subtraction from his present property : it 
is a mere memorandum that he has to make a payment or an 
exchange at a future time 

On the Three Ambiguities in the Theory of Credit 

I have now to request your special attention to Three per- 
plexities, or Ambiguities, in the Theory of Credit, which 
uninformed persons who write upon the subject are sure to fall 
into, and which have been the cause of much misconception 

First Ambiguity. — A Debt is not Money owed by the 
Debtor, but the Personal Duty to Pay Money 

When an Obligation has been created by the sale of the 
Property in Goods or Money, the Credit is the Personal 
Right of the Creditor to demand the Money, and the Debt is 
the Personal Duty to pay the Money 
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It is very frequently supposed that a Debt is Money owed by 
the Debtor, or Money in the Debtor's possession to which the 
Creditor has a Eight. 

But this very common error is expressly provided against in 
Boman Law. It is said in the Digest : 

OUigationum substantia non in eo consistit ut aliquod corpus 
nostrum faciat: sed ut alium nobis adstringit ad dandum aliquid 

The essence of an Obligation does not consist in this, that it 
makes any specific Goods our Property: but that it binds some 
Person to give us something 

And every Jurist in the world has carefully pointed out that a 
Credit is not the Eight to any specific thing, or a Jus in rem ; but 
it is a mere abstract Eight against the Person, or a Jus in 
personam 

The distinction is perfectly plain and of the greatest import- 
ance in Economics: because if the Creditor had the Eight to any 
specific money in the Debtor's possession that would be a 
diminution of the Debtor's property; he would have no Eight 
to sell or part with it. But as a matter of fact the whole of the 
money remains the Debtor's Property, which he can sell or 
exchange as he pleases: and the Creditor cannot prevent him. 
But the Creditor can sell or exchange away his Eight of action 
to any one he pleases; and it may circulate in commerce quite 
separately and independently, exactly like so much money, until 
it is paid off and extinguished 

If the Creditor's Eight were the Eight to any specific sum of 
money in the Debtor's possession, it would follow that a person 
could never be insolvent: because if he had no money his Creditor 
.could have no Eight. But unfortunately in too many cases 
persons are insolvent, In fact the Obligation, or the Creditor's 
Right to demand and the Debtor's Duty to pay, remains exactly the 
same, whether the Debtor has any money or not 

If the Creditor's Eight were the Eight to any specific money, 
it would follow that the quantity of Credit in circulation could 
never exceed the quantity of money: but this is contrary to well 
known fact: because the Quantity of Credit in existence cannot 
be much less than fifty times the quantity of Money 
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Second Ambiguity. — The word Debt means both the 
Creditor's Right of Action as well as the Debtor's 
Duty to pay 

The second Ambiguity is this. The word Debt would seem 
strictly to mean the Debtor's Duty to Pay : but it has long 
been used both in Law and Common usage to mean the Creditor's 
Right of Action as well 

The word Debitum means an obligation: it includes both the 
Creditor's Right to Demand as well as the Debtor's Duty to pay. 
I am not aware whether it was ever used to mean the Eight of 
Action in classical times. But it had already acquired this 
special meaning in the 12th century. In 1194 Richard I. issued 
instructions for a judicial visitation # on financial matters, and it 
was ordered: 

Omnia Debita et vadia Judaorum inbrevienfur, terra, domus, 
reditus, et possessiones 

Let all the Debts (t. e., Rights of Action) and pledges of the 
Jews be scheduled, their lands, houses, rents and possessions 

And the words Debitum and Debitale are constantly used 
in Mediaeval charters to mean Rights of Action 

And this is the meaning which the word Debt has long 
acquired in English Law. Thus in the Act 46, Geo, III., c. 125, 
it enacts that " one Debt or Demand may be set off against 
another " 

So Mr. Williams says: "Within the class of choses-in-action was 
comprised a Right of growing importance, namely, that of 
suing for money due, which Right is all that is called a Debt 

" We have seen that a Debt was anciently considered as a 
mere Bight to bring an Action against the Debtor 

"Debts being formerly considered as mere Rights of 
Action " 

So, as may be seen in any daily papery the executors of 
deceased persons advertise for any persons who have " Debts, 
Claims, or Demands" against the estate, to give in a state- 
ment of them 

Sometimes the word Debt is used in the same Act of 
Parliament in both senses of the Creditor's Eight of Action 
and the Debtor's Duty to Pay 
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Thus in the Supreme Court of Judicature Act it is said: — 
"Any absolute assignment by writing under the hand of the 
assignor of any Debt or other legal chose-in-action. . . to 
receive or claim such Debt or cJws$-in-action " where the word 
Debt means the Creditor's Right of Action 

But in the same section it is also said — "whose estate may 
prove to be insufficient for the payment in full of his Debts 
and Liabilities," where the word Debts means the Debtor's 
Duty to Pay 

So in Scotch law Debts are included under the title Movable 
Rights; and in a Scotch marriage contract it is usual for the 
bride to transfer to her husband " all goods, gear, Debts, sums 
of money, or other movable estate " 

I need not give any more examples. I will only say that it is 
necessary for the student to observe that the word Debt is 
constantly used perfectly indiscriminately both in Law and 
common usage to mean both the Creditor's Eight of Action as 
well as the Debtor's Duty to Pay; and it requires constant 
vigilance to perceive in which sense it is used 

The word Right had also this double meaning in English, 
and it has so at the present day in Scotland 

Thus in the House of Lords Lord Shelburne said — "He 
would think that America had as good a Right to pay taxes as 
Great Britain " — that is, was as much their Duty 

So it is quite common in Scotland to say " I have no Right 
to do that," meaning it is not my Duty to do so 

Thus the student must observe that the word Debt is con- 
stantly used in both senses ; and the explanation of this seeming 
confusion is this. The word Debt, or Debitum, means that 
which is due ; Eight or rectum means that which is ordered ; and 
if one person has the Right to demand a sum of money from 
another person, it is equally due and right that the one person 
should receive as that the other should pay ; hence they are 
equally Debts and Eights 

On the Continent it is usual to term them Active Rights or 
Debts, and Passive Rights or Debts : and a person's Rights are 
termed his Actif and his Liabilities his Passif 
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Third Ambiguity. — On the double meaning of " Lend," 
" Loan/' and " Borrow " : or the distinction between 
Mutuum and Commodatum 

We have still one more ambiguity to clear away, which has 
been the cause of most of the confusion in modern times on the 
subject of Credit 

All the older writers, who were chiefly men having a practical 
knowledge of business, seeing that commodities are circulated by 
Credit equally as by Money, said that Credit is Capital, 
without giving any nice definition either of Credit or Capital 

Since the time of the French Economist, J. B. Say, however, 
this doctrine has been the subject of much ridicule. In one 
passage Say says that those who say that Credit is Capital, main- 
tain that the same thing can be in two places at once. Mill has 
also, in one passage, sneered at those who say that Credit is 
Capital 

But the most remarkable thing is that both these writers b&ve, 
over and over again, said that Credit is Capital. Unfortunately I 
have no time, on the present occasion, to read long passages from 
their works to prove this. You must therefore be content to 
accept my statement that such is the fact. The truth is that both 
these writers, though being highly distinguished literary men, 
were not mercantile lawyers, and were not able to form and retain 
a clear and distinct grasp of fundamental conceptions : and they 
have contradicted themselves in the most extraordinary manner. 
They have committed one of the most flagrant fallacies in Logic 
— that is, the Fallacy of Confusion : they attribute different 
meanings to the same word in different passages 

Now, though I cannot quote long passages, I can tell you very 
shortly the nature of the fallacy they have committed. In nume- 
rous passages Say quite understands that Credit is a Bight of 
Action, or the Right to a future Payment, and then he repeatedly 
says that Credit is Capital 

But in another passage he considers Credit to be the Goods 
lent ; and then he asks how the same Goods can be in two places 
at once, and serve two persons at the same time 

So also Mill, in a multitude of places, says that Credit is Wealth 
and Capital. But in another passage he says that Credit is only 
the Transfer of Capital ; and then he sneers at those who say 
that Credit is Capital 
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Careless and indolent readers, catching at a stinging epigram, 
who have neither sufficient knowledge of Mercantile Law to per- 
ceive the fallacy, and who never take the trouble to compare one 
part of the book with the other, and who quite overlook the fact 
that by Credit both these writers mean totally different things in 
different parts of their works, repeat these silly sarcasms 

But as a matter of fact a Credit is neither the Goods (i lent "; 
nor is it the Transfer of them : a Credit, as I have clearly 
explained to you, is the Right of Action to demand the price 
of them, which is given in exchange for the goods ; and is itself 
a Property, an Exchangeable Eight, which circulates in commerce, 
and produces exactly the same effects as so much money until it is 
paid off and extinguished 

All the confusion and misconception on the subject of Credit 
has arisen from the want of knowledge of the most elementary 
principles of Mercantile Law, and from not being aware that the 
words "Lend," "Loan," and "Borrow" have two distinct 
meanings, and are applied to two transactions of a totally distinct 
nature 

I will now shew you how the most subtle and profound 
principles of Mercantile Law are exemplified in the ordinary 
transactions of common life 

When persons ridicule the idea of Credit being Capital they 
argue something in this way : they say suppose I " lend " my 
horse, or my book, or my carriage to a friend, that does not make 
two horses, or two books, or two carriages ; and they jump at the 
conclusion that to say that Credit is Capital is to say that a thing 
becomes doubled by lending it 

But now let me put a case to you that perhaps may have 
happened to you in your student days. It may have happened to 
you then to have "borrowed" a book or an umbrella from a 
fellow student, and when you did so you acquired no Property in 
the book or the umbrella, but you gave back the very identical 
book or umbrella that you " borrowed " 

But this case may also have happened to you in those student 
days. Perhaps a fellow student may have come in to see you in 
the evening: aud perhaps from inexperience in housekeeping, your 
supplies may have run short when you wished to cntcrtuin him: 
and you may have « borrowed " from another student friend a 
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pot of strawberry jam, or a loaf of bread, or some tea, or a scuttle 
of coals. Now, having "borrowed " the jam, or the bread, or the 
tea, or the coals, you were of course bound to repay the " loan," 
and give back to your friend, a pot of jam, or a loaf, or some tea, 
or a scuttle of coals. But did you give back to your friend the 
very identical pot of jam, or the very identical loaf, or the very 
identical tea, or the very identical coals you had "borrowed"? 
Of course you know you did nothing of the sort, you only gave 
back an equivalent pot of jam, or an equivalent loaf, or an equal 
quantity of tea or coals to what you had " borrowed " 

You therefore already see that you had " borrowed " a book or 
an umbrella, or a pot of jam, or bread or tea, or coals, yet when 
you came to return the " loan " the return was quite distinct in 
the two cases. In the one case you return the very identical 
thing, the very book or the very umbrella you had " borrowed," 
in the other case you only return an equal amount of an equal 
quality of the thing borrowed, but not the very identical thing. 

Now, in the preceding lecture I explained to you that there 
are two kinds of Rights — the Right of Possession only and the 
Right of Property. And there are two kinds of " Loan," the 
one in which the Right of Possession only is given for a limited 
time, and at the end of the given time the identical thing " lent " 
is restored: the other kind of " loan " is where the Absolute 
Right of Property in the thing lent is transferred to the 
borrower: and the lender only acquires the Right to have an 
equivalent amount of the thing lent, but not the identical thing 
lent 

There are some kind of things which can be " lent," and the 
"borrower" can enjoy their use without acquiring the 
absolute Property in them ; and having so enjoyed their use, he 
can restore the identical things " lent " 

Thus if a person lends his horse or his book to a friend, his 
friend can ride the horse or read the book without acquiring the 
Property in them ; and after he has enjoyed their use he can 
restore them to the owner. In this case the " lender " does not 
cede the Property in the thing " lent " to the " borrower," but 
only the Right of Possession of them for a certain time. In this 
case there is no Exchange and no new creation of Property. In 
this case the relation of Creditor and Debtor does not arise 
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The student most therefore carefully observe that every "IiOan" 
of Money is a Mutuum : it is a Sale, or an Exchange. Sup- 
pose, as it is commonly said, a person " lends " £100 for one year 
at 5 per cent, interest — what is the real nature of the transaction ? 
Every Jurist has pointed out that every " Loan " of Money is in 
reality a Sale, in which the lender cedes the Property in the Money 
and receives in exchange for it the Right or Property to demand 
£105 at the end of the year : and this Eight is termed a Credit 
or a Debt. And the Money is the Price of the Debt : and the 
Debt is the Price of the Money 

Thus the whole confusion and misconception on the subject of 
Credit has arisen from the English words " Loan," " Lend," 
" Borrow " being used to denote two operations of essentially 
distinct natures. But the distinction is clearly pointed out in 
Roman Law, and the Latin language has a distinct word for each 
operation. No one who had the simplest knowledge of the ele- 
mentary principles of Roman Law, or of Mercantile Law, would 
ever have committed the mistake of confounding the distinction 
between the Loan of an ordinary chattel and the Loan of Money 

On the Error made by some Mathematicians in calling Debts 

Negative Quantities 

I have now to invite your attention to an interesting branch of 
the subject which does perhaps present some novelty 

In my first lecture I brought to your notice that Mill expressly 
says that Economics is a physical science, and to be constructed 
in the same manner as other physical sciences 

Now in all Physical Sciences there are Positive Quantities and 
Negative Quantities. Therefore if Economics is a Physical 
Science we should naturally expect that there would be Positive 
Quantities and Negative Quantities in it, as well as in all other 
Physical Sciences 

It has been the usual custom for Mathematicians for the last 
150 years to give Debts as examples of what they term 
" Negative " Quantities. But unfortunately from a want of 
knowledge of the principles of Mercantile Law, and practical 
business, they are completely mistaken in their application of the 
term " Negative " to Debts 

For when they term Debts " Negative " Quantities, they mean 
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either that Debts are to be subtracted from the Debtor s property, 
or they mean that they are Money in the Debtor's possession to 
which the Creditor has a Bight. I have already pointed ont that 
both these ideas are entirely erroneous. I have shown that this 
error into which the Mathematicians have fallen is expressly 
provided against in Soman Law, and by every Jurist since. The 
Creditor's Sight of Action which is termed the Debt 
is not the Right to any specific money in the Debtor's possession: 
it is a mere Eight against the Person to pay the money; and 
the Doty to pay a sum of money at a future time is no subtraction 
from a person's present Property; it is a mere memorandum that 
he has to pay a sum at some future time 

On the Application of Algebraical Signs to Economics. 

I have now shown that Mathematicians have termed Debts 
Negative Quantities, but that every mercantile lawyer and 
man of business can at once see that they have quite mistaken the 
nature of the case, and that their interpretation of the Negative 
Sign cannot be accepted. I have now to show you what it does 
wally mean. And I hope that you will not be alarmed at the 
name mathematics: because though it has a formidable sound to 
many persons, I will show you that like many other difficulties, it 
is in reality extremely simple, and that as Monsieur Jourdain 
suddenly discovered that he had been talking prose all his life 
without knowing it, so you will find that you have been talking 
mathematics all your life without knowing it. You will find that 
I shall say nothing beyond the most elementary principles of 
Algebra, the first ithings which are taught to a schoolboy. The 
only thing is that I shall apply these ordinary principles to a new 
subject 

Now, in opening a common book on Algebra you are told that 
the sign + means addition, and that the sign — means 
subtraction 

You are also told that + X + gives +, and that — X— also 
gives + : which is expressed in common language as two negatives 
make an affirmative 

Perhaps you may be surprised to hear that for 1600 years 
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mathematicians have been saying that — x — gives +, but that 
until about 50 or 60 years ago no one could tell the reason, 
why. Newton could discover the laws which govern the motions 
of the heavenly bodies, but he could not tell why — x — gives 
+, and it is only within the present century that the subject has 
been understood. And I have now to explain to you in a very 
few words what the general meaning of the expression is: and 
then to show you its particular application to Economics 

It is perfectly true that the signs + and — do mean addition 
and subtraction in some cases: but the fact is that that is only 
one of their meanings: they have in reality an immense variety of 
meanings according to the particular circumstances under which 
they occur: or the body of facts to which they relate: and it is 
wholly impossible to determine their meaning until we know the 
particular circumstances out of which they arise 

In order to explain the matter in the fewest words possible it 
may be said that throughout all nature there is Opposition, or 
Contrariety or Inverseness. Both Opposition or Con- 
trariety of Quality and Opposition or Contrariety of Opera- 
tion 

Thus, if you take the meridian of Greenwich as you have 
degrees of Longitude East and West of Greenwich: these are 
opposite to each other, and therefore if one be called + the other 
is termed — . Again, taking the Equator as 0, you have degrees 
of North latitude and South latitude: these are opposite to each 
other, and if one is called + the other is termed — 

Thus, in short, take any Quantity, whatever it may be: and then 
take its opposite: and if you designate one of these as + then 
the other is — 

Thus Up and Down : Eight and Left : Before and Behind : 
Before and After : the Past and the Future : Above and Below : 
Yes and No : Supporters and Opponents : Face to Face : Back to 
Back : Erect and Inverse : Concave and Convex : Sympathy and 
Antipathy : Rights and Duties : Active and Passive, are 
all Opposite, Contrary, or Inverse to each other, and are all 
distinguished by the Signs + and — 



In these cases the Signs + and — are termed Signs of Opposi- 
tion or Distinction 

But also Opposite, Inverse, or Contrary Operations may be 
performed on these Quantities: and these operations of Contrary 
or Inverse natares are also distinguished by the same signs + and 
— , no matter what the Contrariety or Opposition may consist in 

Thus, to Add and to Subtract : to Pay and to Receive : to go 
forward and to go backward : to Do and to Undo: to build up and 
to pull down : and numerous others are Opposite Operations and 
distingniBhed by the signs + and — 

In these oases the signs -f- and — are termed Signs of 
Operation 

And these Opposite Signs may be applied to any new quantities 
whatever that are brought under consideration, and to any new 
species of operations whatever which are brought nnder observa- 
tion 

So in every new body of facts which is brought nnder scientific 
control : and in every new science whatever, Opposition, or 
Contrariety or Inverseness is sure to appear: and consequently the 
signs + and — receive new applications of meaning in every new 
science, and we shall see what is their true application in 
Economics 

Now as I have said that any operations of an Opposite nature 
may be denoted by the opposite signs + and — , whatever the 
opposition may consist in, to Create or to call into existence out of 
the Absolute Nothing, and to Cancel, Annihilate or to Deoreate 
into the Absolute Nothing are Opposite, Inverse and Contrary 
Operations, and consequently if to Create be denoted by +, to 
Cancel or to Annihilate, or to Decreate will be denoted by — 

I will now give one or two simple examples to show you that 
these meanings constantly occur in the ordinary affairs of life 

Thns in a thermometer if the Freezing point be taken as 0, 
degrees above that point are marked +, and are termed degrees 
of Heat, and degrees below are marked — , and are termed 
degrees of Frost 

Now suppose the mercury riseB from 10 degrees of frost 
to 15' of Heat, the total number of degrees passed over is 25 
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and so the Negative degrees must be added to the Positive ones 
to find the total increase of heat 

Again, the Snpporters of a Government may be denoted by 
+, and its Opponents by — 

I will now shew you the meaning of the maxim that — x — 
gives + 

Supposing that on a division the numbers for Government were 
240, and the numbers against were 200. Then if you add 20 
supporters to the Government their majority would be 60 : but 
if instead of adding 20 supporters you took away 20 opponents, 
it would have exactly the same effect: their majoritywould.be 
60. Thus you see that to add 20 supporters, which is + x +, 
has exactly the same effect as taking away 20 opponents, which 
is — x — 

Therefore in all cases whatever to add a Positive Quantity is 
exactly the same in effect as taking away a Negative Quantity, 
and in commerce as well as in every other science, as we shall 
presently see 

Let us now apply these very simple principles to Economics 

One of the commonest applications of the signs + and — is to 
Time. If any era in Time is taken as 0, then if Time past is 
distinguished as +, Time future is distinguished as — 

As, for example, if the Christian era be taken as the years 
before it may be called Positive, and the years after it as 
Negative ; to find the number of years from the foundation of 
Rome to the present time we must add the + 753 years to the 
— 1882 years, or 2635 years altogether 

I will now give you a very simple example which will be very 
useful in Economics 

Suppose I were to ask this question: a father's age is 40 and 
his son's 15, when was the father twice the age of his son ? 
and you will find that the answer comes out — 10 

What does the Negative answer mean ? It means that the 
father never tvas twice tbe age of his son in time past, which is 
taken as positive in the question, but that the epoch or event of 
his being twice the age of his son will be in time opposite to the 
past, that is in the future. He was not twice as old as his son 
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ten years ago, but he will be so ten years Jwnce, as is very obvious, 
because in 10 years' time the father will be 50 and the son 25 

This example shews that if any event which has happened in 
Time past is Positive, then the same event if it is to happen in 
time future is Negative 

Thus if a Product or Profit has been realised in Time past be 
denoted as Positive, the same Product or Profit if it is to be 
realised in Time future is Negative 

Hence if any Economic Quantity or Capital of any form 
whatever produces a continuous series of Products or Profits those 
which have been produced or realised in Time past are positive and 
those which are to be produced or realised in Time future are 
Negative 

And consequently the Bight to the Profits already realised 
may be termed Positive, and the Right to the profits which 
are to be realised may be termed Negative 

And the total Value of the Economic Quantity or Capital 
comprehends both the Right to the Profits already realised and 
the Right to the Profits which are to be realised in the future: 
or both the Positive Right and the Negative Right 

The Theory of the Value of Land 

I will now show the application of these considerations in the 
Theory of Credit: and first let us see in what the Value of Land 

consists 

Suppose we purchase an estate in Land for £100,000; where is 
the Value for our money? Does it consist in things which are 
already in existence? The veriest tiro would answer, certainly 
not. Where then is the equivalent for the purchase money? 

When we purchase an estate in Land, we purchase not only 
the Right to the existing products of the land and labour, such as 
the houses and crops on the ground, but also the Right to receive 
its annual products for ever— that is a series of products which 
will only come into existence at definite intervals of time for ever. 
Thus Property in Land consists of two perfectly distinct parts, 
the Property in the Products of the past together with the 
Property in the Products of the Future, say £8,000 a year for 
ever. And as these products will only come into " * ^ 

future time, they may be termed Negative 
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But though the yearly products of the land will only come into 
existence at future periods, the Right or Property in them 
when they do come into existence is Present, and may be 
bought and sold like any material chattel. That is, each of these 
annual products has a Present Value, and the purchase 
money of the Land is simply the Sum of the Present Values 
of this series of future products for ever. And though this series 
of future products is infinite, it has a finite Limit, depending 
chiefly on the current average rate of interest 

Now when a purchaser has bought an estate in Land, it may be 
said to owe him a series of annual payments for ever, because 
he bought it merely on the belief or expectation that he 
would receive these products. Hence we may call this Right to 
receive the future products of the Land, the Credit of the 
Land 

Many Banks in central Europe have been founded for the 
purpose of making advances to cultivate land, on the principle of 
demanding an annual instalment of repayment out of the products 
of the Land. These are called Banks of Credit foncier or Banks 
of Land Credit, and a very large portion of the advance in 
agriculture during the last 130 years have been due to them 

Personal Credit. — Now a merchant exercising any profit- 
able business is analogous to Land. He may have accumulated 
Money as the product and fruit of his past industry, but besides 
his Money he possesses his Skill, Energy, and Abilities, his 
Personal Capital, his Mercantile Character his 
Capacity to earn profits in the Future exactly as he has 
already done in the past. He has, of course, the Right or 
Property in the products of his Future industry. And if we 
call the Right he has in the profits he has already earned, 
Positive, his Right to the profits he will earn in future is 
Inverse to the first Right and is therefore Negative 

And he may trade in two ways. He may buy goods with 
Money— the fruits of his past industry, or he may buy goods by 
giving in exchange for them a Right to demand money at a 
future time, which is intended to be earned by his future 
industry. Personal or Mercantile Character used in this way is, 
as we have seen in popular language termed Credit, and as we 
have defined Wealth to be anything which has Pur- 
chasing Power, and as Money and Credit are equally 
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Purchasing Power, it necessarily follows that Money and 
Credit are equally Wealth 

But as we have already seen that Capital is any Wealth or 
Economic Quantity used for the purpose of Profit, it follows 
that Money and Credit may be equally used as Capital 

If Money is termed Positive Capital Credit may be termed 

Negative Capital 

A merchant's Purchasing Power is his Money, his Rights to 
demand Money (i. e., any Bank Notes or Bills he may possess), and 
his Credit 

If he buys Goods with his .Money and sells them with a Profit, 
he first replaces the Money he has expended, and the surplus is 
his Profit 

If he buys goods with his Credit he incurs a Debt : when he 
sells the goods he first discharges the Debt he has incurred : and 
the surplus is his Profit 

In either case the Profit consists in the excess of his Property 
at the end of the operation above what it was at the beginning 

If he buys goods with Money he makes Capital of the realised 
Profits of the past : if he buys them with Credit he make*; 
Capital of the expected Profits of the future 

In each case he makes a Profit : hence by the definition Money 
and Credit are equally Capital : but as they are Inverse 
and Opposite to each other, if Money is termed Positive 
Capital, Credit may be termed Negative Capital 

On Debts as Negative Quantities 

We have seen that Mathematicians call Debts " Negative " 
Quantities ; but they have mistaken the application of the term 
" Negative." After the considerations we have discussed, the 
real meaning of the term " Negative/' as applied to Debts, is 
perfectly clear and simple 

An Obligation consists of two parts — 

1. The Creditor's Right to demand 

2. The Debtor's Duty to pay 
Quantities are Opposite and Inverse to each other : 

ve or Positive! and the second is Passive 
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Hence the Creditor's Right of action is the Positive 
Quantity, and the Debtor's Duty to pay is the Negative 
Quantity 

Therefore if a person has a balance of £500 at his banker's and 
is bound to pay £50 at some given time, and therefore his Pro- 
perty may be represented by £500 — £50, it is not to be read as 
if he had only a balance of £450 : but it is to be read this way: 
he possesses £500, but coupled with the Duty to pay £50 at 
some given time 

Hence in Economics the symbol (+ £100) always means actual 
Money, or the Right to Demand money, such as Bills and Notes : 
and the symbol ( — £100) always means the Duty to pay 
money 

It is now seen how necessary it is to observe the double meaning 
of the word Debt in common usage ; because when a Debt is 
called Goods and Chattels, or Merchandise or a Commodity, it 
means the Creditor's Right of action : but when a Debt is 
termed a Negative Quantity it means the Debtor's Duty to 

pay 

On the Transfer of Credit or Debts 

Having now clearly, and, I hope, beyond the possibility of 
doubt or misapprehension, explained to you that a Credit or a 
Debt is an exchangeable commodity, goods and chattels, or 
merchandise, just like any material chattel, I now come to its 
sale or transfer 

This Debt or Credit, however, being invisible and intangible, 
cannot be transferred by manual delivery so long as it remains in 
that abstract form. It nevertheless can be bought and sold and 
exchanged with the most perfect facility even in that form. If a 
person wishes to sell his debt to another person, he has only to go 
to the debtor, and tell him that he has transferred it to some one 
else. The Debtor then agrees to pay the transferee, and is 
released from his Debt to the Transferor. Thus the Right of 
Action is transferred with the most perfect ease 

The Greeks, however, hit upon the plan of recording the Debt 
on some material ; and the material, such as paper, or any other, 
may be passed from hand to hand, exactly like money or any other 
chattel ; and the Right of Action is transferred along with it. 
Thus a simple Right of Action can be transferred from hand to 
hand by manual delivery, like any material chattels. You are too 
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familiar with this in your everyday business to render it necessary 
for me to say anything more about it 

On the Extinction of Obligations 

Having now shewn you how Obligations are created, and how 
Credits or Debts are transferred, the last point to be considered is 
how they are extinguished. I have shewn you that Credit is the 
name of a certain species of Property, which is of the same nature, 
but is inferior in degree, to money : and it fulfils the same pur- 
poses as Money as a medium of Exchange or Circulation. Credit, 
in fact, is to Money what steam is to water : and while, like that 
power, its use within proper limits is one of the most beneficial 
inventions ever devised by the ingenuity of man, its misuse by 
unskilful hands leads to the most fearful calamities. Credit, like 
steam, has its limits : and I have now to shew you the proper 
limits of Credit. By its very name and nature it is always created 
with the express intention of being capable of being extinguished. 
It is Unextinguished Credit which produces those terrible 
monetary cataclysms which scatter ruin and misery among nations. 
It is chiefly by the excessive use of Credit that over-production 
is brought about, which causes those terrible catastrophes called 
Commercial Crises: and the inability of Credit-shops to 
extinguish the Credit they have created — commonly called the 
failures of banks — is the cause of the most terrible social calamities 
of modern times 

You will now observe the advantages of clear and distinct 
definitions : because when you once seize the true conception of 
Credit, its real limits are seen in its very definition. If you will 
careftilly observe that in all cases whatever " Credit is the 
Present Right or the Present Value of a future 
Payment" all difficulty vanishes. Credit in this country is 
always a Promise to pay Money, and it is clear that if the Debtor 
is in possession of sufficient money to pay his Promise when it 
falls due, the Credit has not been excessive. Credit being the 
Right to demand something to be paid, and the Debt being the 
duty to pay, of course the Payment of the thing promised fulfils, 
discharges, and extinguishes the Right as well as the Duty: and 
thus the Obligation is absolutely annihilated and extinguished 

Now Commercial Credit in this country is always expressed to 
b* maH|Jfcjnyoa0y, and many uninformed persons suppose that 
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Bills of Exchange are always paid in Money or Bank Notes. 
Every one, however, who has the slightest practical knowledge of 
business knows that this is a pure delusion : and in a great com- 
mercial centre, like London, probably not one Bill of Exchange in 
a thousand is ever paid in actual money 

There are four different ways by which Obligations can be 
extinguished. These are — 

1. By Release or Acceptilation 

2. By Payment in Money 

3. By Renewal, or Transfer, or Novation 

4. By Set Off, or Compensation 

Of Release or Acceptilation 

All Contracts or Obligations are created by the mutual consent 
of the parties, and so they may be annihilated and extinguished 
by the same consent of the persons which called them into 
existence 

At Rome all Contracts, all Loans of Money, and all Payments 
were made in the presence of witnesses. The Debtor brought the 
Money to the Creditor before the legal number of witnesses, aud 
said to him, " What I have promised do you regard as received ? " 
The Creditor said, "I do ; and have entered it as received " 
(Acc-eptum fero). He then entered the sum as received in his 
ledger : and this was termed Acceptilatio 

Suppose that the Creditor wished to release the Debtor from his 
Debt : the same form was gone through : and the entry was 
made : and when this was done it could never be questioned : 
because every entry in a Roman Ledger was held to be absolute 
truth : consequently, if a Creditor entered in his Ledger that he 
had received his debt, it was a final and valid form of Release. 
You thus see the meaning of Acceptilation, which is a term 
commonly used in the Law of Scotland 

The Release of a Debt is in all cases Equivalent to a 

Payment in Money 

I shall now proceed to shew you the application of the Prin- 
ciples of Jurisprudence and Algebra to Commerce 
You are aware that it is one of the most elementary principles 



83 

of Algebra that + x + = — X — : and that both of these 
operations gives + 

Now it is a fundamental principle of Roman Law that the 
Release of a Debt is in all cases equivalent to the Donation 
or the Payment of Money 

You will see at once that these are identical doctrines : because 
if you choose to call Money (+), and also giving Money (+), then 
the gift of money is + x + : and if you call a Debt ( — ) and 
also taking away ( — ) : then Releasing from a Debt is — x — : 
and by the Laws of Algebra these are exactly equivalent. I will 
now shew you some of the practical applications of this principle 
which perhaps may surprise you 

1. Suppose that I owe £100 to a banker, in how many 
different ways can I pay it ? 

(a) I may pay him in actual money, that is + X + 

(b) I may pay him in his own Notes, that is by returning his 
Notes to him I release him from his Debt to me, and that is 
the same as Paying my Debt to him. Now, Releasing him from 
the Debt is — x — 

(c) I may pay him £50 in money, and also £50 in his own 
Notes. Now paying him £50 in Money is + x +, and paying 
him £50 in his own Notes is — x — 

Thus, I may pay a debt to a Banker entirely in Money, 
entirely in his Notes, or partly in Money and partly in his own 
Notes, and you all know that all these modes of payment are 
exactly equivalent 

I will now give you an example of this principle which may 
possibly surprise you, and you will see its importance. It 
depends on this principle whether the Capital of the Bank of 
England and of almost every other Joint Stock Bank is a solid 
reality or mere moonshine 

The Bank of England was founded in 1694, and its first 
Capital was £1,200,000, which of course was paid up in Money. 
But from various circumstances which are too long to be stated 
here, it stopped payment in 1696, and its Notes fell to a discount 
of 20 per cent. In order to strengthen it Parliament resolved to 
increase its Capital by £1,000,000, but not a single farthing of 
this million was paid up in money. £800,000 were paid up in 
Exchequer Bills and £200,000 in its own depreciated Notes, 
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the Eight of Action he has against him in payment of the sum he 
owes him. That is, each Releases the other from the Debt he 
owes. Thus the two debts are discharged by mutual releases : 
and the two Obligations are extinguished 

2. Suppose a banker holds a merchant's acceptance for £100 : 
and suppose the merchant holds £100 of the banker's notes. 
When the banker demands payment from the merchant of his 
acceptance, the merchant tenders him his own notes. Thus, as 
before, each pays his own debt by Releasing the other from his 
debt, and the two Obligations are extinguished 

3. I will now shew a most important application of this prin- 
ciple. Before bankers undertook the discount of bills on the 
Continent there were formerly great fairs four times a year at the 
great commercial centres, Lyons, Antwerp, Nuremberg, and many 
others. In these countries merchants did not make their Bills 
payable at their own houses, which would have obliged them to 
keep cash to meet them : but they made them payable only at 
these great fairs. In the meantime the merchants' acceptances 
circulated throughout the country, and effected exchanges, exactly 
like so much money, and got covered with indorsements. On a 
certain day, during the fair, the merchants met together, and 
made a mutual exchange of their Obligations : and Boisguillebert 
says that by this means 80 millions of commercial obligations 
were settled without a single coin 

Thus we see what a prodigious extension of Credit and Com- 
merce is effected by the system of Payment without the use of 
Money: in fact, Money is never used now in commerce except 
to pay the balances which arise from the unequal exchanges of 
Debts 

I have now developed the complete Theory of Credit, and 
explained the great Juridical and Mathematical principles it is 
based upon. You will see that the principles of commerce are 
capable of the strictest scientific demonstration : an example of 
Voltaire's aphorism that "All Nature is nothing but Mathematics." 

I propose in the next and concluding lecture to shew how 
the great scientific principles of Credit are exemplified in the 
mechanism of the business of Banking 



LECTURE IV 

THE THEORY OF BANKING— MEANING OF BANK 
AND BANKER — ON DEPOSITS AND ISSUES— ON 
THE CASH CREDIT SYSTEM OF SCOTLAND — 
ON THE RIGHT OF PRIVATE PERSONS TO ISSUE 
NOTES— ON THE RIGHT OF FOREIGN BANKS TO 
OPEN BRANCHES IN ENGLAND 



Is the preceding Lecture I explained the complete Juridical 
Theory of Credit, as it was developed by the Roman Lawyers, 
and I have now in this, the last lecture of this course, to shew 
how it is practically exemplified in the mechanism of the great 
business of Banking 

But, first of all, what is the meaning of the words Bank and 
Banker ? and I hope that I shall not wound the susceptibilities 
of any one here when I say that I have read many books on 
Banking, and conversed with many Bankers, and I never found 
one yet who could give a correct definition of his own business 

For what is the common idea of the meaning of the word 
Bank ? and of the nature of the business of Banking ? 

If we take up the most common works on the subject we find 
it stated (1) that the word Bank comes from the Italian word 
Banco, a bench ; (2) that ths business of a banjmr. consists i 
acting as an intermediate agent belwi 
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and those who want to borrow; and (3) that the Profits of a 
Banker consist in the difference between the interest he pays for 
the money he borrows and the interest he charges for lending it 
out 

Now this description of the word Bank, and the nature of 
Banking, reminds me of an anecdote, which I beg you will allow 
me to relate to you 

That learned body, the French Academy, were charged with 
making a complete dictionary of the French language : and to 
give accurate and true definitions of all the words in the language. 
They at length came to the word Crab. At that time Cuvier was 
the greatest living naturalist, and it might have been supposed 
that they would have applied to him to furnish a definition of the 
word, which was entirely out of their line. However, they deter- 
mined to frame a definition for themselves, and having incubated 
over the subject for a long time, they produced this definition : — 
" A Crab is a fish, which is red, and walks backwards " 

Having at last produced their definition, they submitted it to 
Cuvier for his revision. The great naturalist, smiling with the 
utmost politeness, said : " Gentlemen, your definition of a Crab is 
excellent — with a few trifling exceptions. In the first place, a 
Crab is not a fish ; secondly, it is not red ; and, thirdly, does not 
walk backwards. "With these trifling exceptions, gentlemen, your 
definition is admirable " 

Now, with respect to the description of a Bank and the business 
of Banking, as commonly given, it is excellent, with these trifling 
exceptions : — In the first place, the word Banco, as applied to a 
Bank, does not mean a bench; secondly, a banker is not an 
intermediate agent between persons who want to lend and those 
who want to borrow ; and, thirdly, a banker's profits do not consist 
in the difference between the interest he pays for the money he 
borrows and the interest he receives from those to whom he 
lends it. With these trifling exceptions, the common opinion as 
to the nature of a bank and banking business is admirable 

On the Meaning of Bank 

And now, as I have said that the word Banco, as applied to a 



Batik, does not mean a Beach, I will tell you what it does really 
mean, and how it originated 

In the year 1171 the City of Venice was at war hoth with the 
Empires of the East and the West. Its finances were in great 
disorder, and the great Council levied a forced loan of 1 per cent, 
on the property of all their citizens, and promised them interest 
at 5 per cent. Such a loan has several names in Italian, such as 
Compera, Mutuo, but the most common is Monte, a Joint Stock 
fund. This first loan was called Monte Vecchio — the old loan. 
Commissioners were appointed to manage the loan; and in 
exchange for the money paid in by the citizens they issued Stock 
Certificates or Credits, which they might transfer to any 
one else 

At this time the Germans were masters of a great part of Italy, 
and the German word Banck, a mound or heap, came to be 
used as synonymous with Monte, and was Italianised into Banco, 
and the loans or public debts were called indifferently Monti 
or Banchi 

That the word Banco in Italian means a Public Debt might 
be proved by numberless quotations. I wilt only give one 
or two 

Thus in an Italian Dictionary, published in 1659, it says : 
" Monte, a standing Bank or Mount of money, as they have 
in divers cities of Italy." 

So a recent Italian writer, Cibrario, says: " Regarding the 
Theory of Credit which I have said was invented by the Italian 
cities, it is known that the first Bank or Public Debt (il 
primo Banco o Debito Pubblico) was erected in Venice in 
1171. In the 13th century paper money is mentioned at Milan: 
the Credit was paid off. A Monte or Public Debt (nn 
Monte o Debito Pubblico) was founded at Florence in 
1836" 

Thus yon see that the words Monte and Banco are synonymous, 
and mean a Heap, a Mound, a Joint Stock fund formed by the 
contributions of a number of persons 

This was the meaning of the word when it was first introduced 
into English 

Tims Bacon says: " Let it be no Bank or Common Stock, 
but every man be mm"- - >* his own money " 
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A well known Mercantile writer, in 1622, speaks of Mons 
Pietatis or Banke of Charity, and says that in Italy there 
are Montes Pietatis, that is Mounts or Bankes of Charity 

Another writer, about the same period, speaks of the Three 
Bankes of Venice, " meaning the three public loans " 

Ben Jonson, in his Volpone, the scene of which is laid at Venice, 
says: 

" I make no profit in the Public Bank " 

meaning: I do not dabble in the Venetian Funds 

So Blackstone says: "At Florence, in 1344, Government owed 
£60,000, and being unable to pay it, formed the principal into an 
aggregate sum called metaphorically a Mount or Bank" 

The Bank of England was a company of persons who advanced 
a sum of money to Government, and received in exchange for it a 
perpetual Annuity or a Right to a series of payments for ever 
from the State. This annuity, in popular language, is termed the 
Funds, but the legal name is " Bank Annuities " 

Now the essential feature of all these Banks was this: the 
subscribers advanced the money as a Loan or Mutuum: and 
thus it became the absolute property of the borrowers: and in 
exchange for their Money they received a Credit, or Certificate 
entitling them to an annual payment by way of interest: and the 
very essence of " Banking " is to buy money as a Mutuum, 
and issue Credit in exchange for it 

Thus you see that the true meaning of the word Banco is not 
a bench but a Public Debt or Loan of Money, in exchange 
for which the subscribers received a Credit 

On the meaning of Banker 

Equally great misconception prevails as to the meaning of the 
word Banker, and the nature of Banking business 

It is said in a popular work on banking: — "A banker is a 
dealer in capital, or more properly a. dealer in money. He is an 
intermediate party between the borrower and the lender. He 
borrows of one party and lends to another ; and the difference 
between the terms at which he borrows and those at which he 
lends forms the source of his profit " 

I will now show you at once what a complete misconception of 
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the nature of Banking business it is to say that a banker is " an 
intermediate party between the borrower and the lender " 

It is quite common for a firm of solicitors to act as inter- 
mediate agents between persons who wish to lend and others who 
wish to borrow. They may have some clients who wish to lend 
and others who wish to borrow. They then arrange the terms 
between these parties, and receive a commission for so doing. 
But no one ever thought of calling a firm of solicitors who 
transact this business "bankers;" which shews that there is an 
essential distinction between the business of such a firm and that 
of banking 

. Solicitors who transact such business do not acquire any 
Property in the money which passes through their hands. They 
are only entrusted with the temporary custody of the money for a 
specific purpose, and if they applied it to their purposes it would 
be theft or embezzlement. The actual Property or ownership in 
the money passes directly from the lender to the borrower, 
through the medium of the Trustees. In such a case the relation 
of Debtor and Creditor is not created between the solicitors and 
their clients 

But the essential feature of a " Banker " is that when his 
customers pay in money to their accounts, they cede the Property 
in the money to the banker. The money placed with him is a 
Mutuum or Loan or Sale directly to himself. The banker 
buys the money from his customer, and in exchange for it gives 
him a Credit, or Right of Action, in his books, which the customer 
may transfer to any one else. And the relation of Debtor and 
Creditor is created between the Banker and his customer 

Let us now trace the operations of Banking 

Let us suppose that a banker's customers begin by paying in 
£10,000 ; this money becomes the banker's actual Property as a 
Mutuum. He buys the money from his customers, and in 
exchange for it he gives them Credits on his books for an equal 
amount, which are Bights of Action to demand a resale to them 
of an equivalent amount of money at any time they please. 
These Bights of Action, Credits or Debts, are in banking 
language termed Deposits 

After such an operation his accounts would stand thus : — 

Assets 
. | CMh ... £10,000 
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Now, though his customers have Bights of Action against the 
hanker to demand hack exactly an equal quantity of money as 
they have paid in, yet persons would not place money with their 
bankers if they meant to draw it out again immediately ; just as 
no one would spend all at once all the money he had. Never- 
theless some will want to draw ont part of their funds ; bnt if 
some customers want to draw out money, others will probably 
pay in about an equal sum. I think that it will be fonnd that in 
ordinary and quiet times a banker's balance in cash will 
seldom differ by more than one thirty-sixth part from day to 
day; so that if he retains in cash sufficient to meet one- 
tenth of his liabilities, that is ample and abundant in all ordinary 
times 

If, then, in such a case the banker retains £1,000 in cash to 
meet any demands, he has £9,000 to trade with ; and it is just 
in the method in which bankers trade that so mnch misconception 
exists 

It is usually supposed that when a banker has the £9,000 to 
trade with he employs it in purchasing bills, and so receives a 
profit only on the £9,000. But that is a complete misconception 
of the nature of " Banking " 

A " Banker " never buys Bills with money in the first instance: 
that is the business of a Bill broker 

The way a " Banker" trades is this : He sees that £1,000 in 
cash is sufficient to support £10,000 of Liabilities in Credit; 
consequently he argues that £10,000 in cash will bear Liabilities 
to several times that amount in Credit 

One of the most eligible methods of trading for a banker is to 
buy good commercial debts ; and he buys these bills exactly in 
the same way as he bought the Cash — that is, by creating 
Credits, or Debts, or Rights of Action, against. himself, in his 
books to the amount of the Bills, deducting at the same time the 
Interest as Profit, agreed upon 

This Credit or Bight of Action, so created to purchase the 
Commercial Bill, is equally termed a Deposit as the Credit created 
in exchange for the Cash. Supposing that the banker buys 
£40,000 of Commercial Bills, and that the Rate of Profit agreed 
upon was 4 per cent, per annum, and the Bills at three months, 
the sum to be retained or the Discount would be £400 ; conse- 
quently, in exchange for Bills to the amount of £40,000, he 
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would create Credits or Deposits against himself to the amount of 
£39,600 

Hence, just after buying these Bills, his accounts would stand 
thus : — 

Liabilities Assets 



Deposits £49,600 



£49,600 



Cash £10,000 

Bills of Exchange 40,000 

£50,000 



The balance of £400 being his own Property or Profit 

By this process the " Banker" has created or added £39,600 in 
Credit to the previously existing cash, and his profit is clear. He 
does not gain 4 per cent, on the £9,000 as cash, but 4 per cent, 
on the £40,000 of Bills purchased 

Now this is what the business of Banking essentially consists 
in, and the true definition of a Banker is this : — 

A Banker is a Trader whose business consists in buying Money 
and Debts by creating other Debts 

% 

Thus we see that the essential and distinctive feature of a 
Bank and a Banker is to create and issue Credit payable on 
demand ; and this Credit is intended to be put into circulation 
and serve all the purposes of Money. A bank, therefore, is not 
an office for borrowing and lending money, but it is a Manu- 
factory of Credit 

And now we see how Credit is Capital to a Banker 
For what is the Commodity a Banker deals in ? He opens his 
place of business, and has an array of clerks with their desks and 
ledgers, &c. He then intimates that he is ready to buy any gold 
from any one who has any to sell. And what does he buy the 
gold with? His own Credit. He then intimates that he is 
ready to buy any good Commercial Debts that any one has got to 
sell. And what does he buy these with ? Nothing but his own 
Credit. And he charges exactly the same price for his Credit as 
if it were money. The only Commodity, then, which he has. to 
sell, is his Credit ; and he makes his Profits by selling his Credit, 
exactly as any other trader makes Profits by selling the goods he 
deals in. Therefore, by the very definition we have obtained in 
the preceding Looters, a Banker's Credit is his Capital. It is the 
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Commodity he deals in. And just by so much as he can maintain 
his Credit in circulation over and above the Cash he keeps in 
reserve, he so much practically increases the Capital of the 
country 

When the Bank of Scotland was first founded it received no 
deposits from the public; the proprietors paid in £10,000 of 
their own money, and on that basis of cash they found that they 
could easily maintain £50,000 of their Notes in circulation ; and 
John Law justly says that was equivalent to so much additional 
money 

Again, what are the commodities a " Banker" buys to make a 
Profit of? They are Commercial Debts. Now, in my former 
Lectures I have over and over again pointed out that all Jurists 
in the world term Debts Merchandise, Goods and Chattebt 
Vendible Commodities. Adam Smith expressly classes Bills of 
Exchange under the term Circulating Capital, and under the 
term Circulating Capital he classes all the goods in a shop which 
the trader is to make a Profit of by selling. Now the Bills in 
the portfolio of a banker are exactly similar to the ordinary goods 
in the shop of a trader. A trader makes profits by buying goods 
at a lower price from one person and selling them at a higher 
price to another. So a banker buys a commercial debt at a 
lower price from one person — namely, his own customer— and 
sells it at a higher price to another — namely, to the acceptor or 
the debtor. Thus the debt the banker buys is increasing in 
value every day from the time he buys it till it is paid off. It 
therefore produces a profit, and is therefore Circulating Capital, 
just in the same way as any ordinary goods are 

On a Common Error respecting Deposits 

I must now draw your attention to a very common error 
respecting the nature of Deposits 

In Soman Law a thing was termed a Depositum when it 
was placed in some one else's charge or custody for the mere 
purpose of safe keeping, but without the Property in it passing to 
him. Thus it is the well understood part of -a, London banker's 
business to take charge of his customer's plate, jewelry, or 
securities, if required to do so. I am not aware whether it is 
part of a Scotch bank's duty to do this. This plate or jewelry 
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so committed to the banker's charge for aafe keeping only is a 
Deposit um or a Deposit ; bat he acquires no Property in it, 
and be receives no remuneration for so doing 

Now it is often supposed that when a customer pays in money 
to his account that Money becomes a Deposit. That is tbe 
first error in the subject : because the Money so paid in is not a 
Deposition, it is a Mutuum, The money is in reality 
sold to the banker, and it has become his actual property. In 
banking language, moreover, it is not the Cash which is termed 
the Deposit, but tbe Credit or Sight of Action 
created in exchange for it. So when a banker discounts or buys 
a Bill of Exchange, the Credit he creates in exchange for it is 
also termed a Deposit. The Money or the Bill of Exchange 
sold to the banker are his Assets. The Deposits are hie 
Liabilities, or ihe Price he pays for his Assets 

I will now shew yon an amusing error which is usually seen in 
the newspapers every half year after the Joint Stock Banks 
publish their accounts. Many papers give summaries of the 
accounts of the Joint Stock Banks, which shew that they have 
£200,000,000 of Deposits, and the writers enlarge on the 
wonderful quantity of money the Banks have to lend out or 
trade with. As a matter of fact, there are nothing like two 
hundred million sovereigns in the whole country. I believe the 
best authorities do not estimate the quantity of sovereigns in the 
whole country at more than one hnndred and twenty millions. 
Of coarse, any one who knows the real meaning of the technical 
language of banking knows that it is a complete error and 
delusion to suppose that the Banks have two hnndred millions of 
actual money, as any one may see by looking at their assets in 
cash. These Deposits are not Deposits in cash at all ; they are 
mere Credit, and are merely so many Bank Notes in disguise. 
They are nothing biit an enormous superstructure of Credit, 
reared up on a comparatively small basis of bullion, exactly like 
the Issues of Notes. These figures do not shew the quantity of 
cash the Banks have at their command to -'th ; but they 

shew the quantity of business (' 
they have created. These apps 
much cash, are nothing but ' 
Action the bank " 
purchased the Cash and 
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Assets. A sudden increase in banking Deposits is in 

reality nothing more than an inflation of Credit, just exactly 
similar to a sudden increase of Bank Notes. After all the great 
monetary panics, it is invariably observed that the Deposits 
in Banks greatly diminish. It is often supposed that after these 
panics persons withdraw their money from the Banks, and so 
diminish the Deposits ; but the Banks have then just as much 
Cash as before. The real explanation is that after these panics 
there is a great destruction of Credit. There are not so many 
Debts to buy, consequently the Banks cannot create Deposits by 
buying bills. Hence this diminution of Deposits is not a diminu- 
tion of Cash ; but it is a Contraction of Credit 

In Banking Language a Deposit and an Issue are 

the same 

The student must therefore carefully observe that in the 
language of Banking a Deposit and an Issue are the same 
thing. A Deposit is simply a Credit in a banker's books, giving 
his customer a Bight of Action against him for a sum of money. 
But this Credit in his books is also an Issue. The word 
Issue comes from exilus — a going forth; and in Mercantile 
Law the technical meaning of to Issue an instrument, is to 
deliver it so that the holder of it has a Right of Action against 
the Issuer. A Bill of Exchange is not Issued until it is 
delivered to some one who acquires a Right of Action on it ; 
and as soon as a Banker has created a Credit or a Deposit in his 
customer's favour in his book, he has Issued a Right of Action 
against himself 

It is, then, a fundamental error to distinguish Banks into 
Banks of Deposit and Banks of Issue. All Banks whatever are 
Banks of Issue equally as of Deposit. The sole function of a 
Bank is to create Issues or Deposits, and whether it puts these 
Issues or Deposits into circulation by means of Notes or not in 
no way increases its Liabilities 

Error of the Common description of Banking 

I have now shewn you by the description of the actual 
mechanism of Banking, what a complete misconception it is of its 
nature to say that Bankers are merely agents or intermediaries 



between persona who wish to lend and those who wish to borrow. 
This is entirely nntrae in the ordinary Bense of " lending " and 
" borrowing ": because in the ordinary case of lending the lender 
deprives himself of the use of the thing lent. Bat when a person 
pays in money to his banker he does not in any way intend to 
deprive himself of its use ; on the contrary, he means to have the 
same free nge of it as if it were in his own house. A customer, 
therefore, lends his money to his Banker, but at the same time 
has the free use of it. The banker, upon the strength of the 
money being deposited with him, buys Debts by creating other 
Debts, several times exceeding the amount of the cash placed 
. with him, and the persons who sell him their Debts have the free 
use of the very same coin which the lender has the same right to 
demand. Thus the " lender " and the " borrower " have the 
same rights at the same time to demand the same coin. And all 
Banking depends on the calculation that only a certain portion of 
each set of customers will demand the actual cash, and that the 
majority will be satisfied with the mere Credit or Promise to pay 

Banking, like Insurance, is entirely based on the doctrine of 
chances; it is of course possible that a banker may be called upon 
to pay all bis liabilities at once, just as it is possible that all the 
lives insured in an office may drop at the same instant: or that 
all the houses insured may be burned at once. A large and 
sudden demand for money on a Bank is termed a Bun; and a 
run upon a Bank is analogous to a conflagration or a pestilence to 
an Insurance Office. But all Insurance and Banking is based 
upon the expectation that these contingencies will not happen. 
A banker multiplies his liabilities to pay on demand, aud keeps by 
him a sufficient amount of cash to ensure the immediate payment 
of all claims which are likely to be demanded at one time. If a 
pressure comes upon him he must sell some of the securities he 
has bought or borrow money on them 

On the Method of Utilising Bank Credits 
The Banker having thus Issued these Credits or Deposits, or 
Righto of Actiou against himself to his customer, we hare now to 
consider how he can utilise them. He cannot, of course, transfer 
them to any one else by manual delivery. In order to do this 
they must be recorded on paper, and this may be done iu two 
forma 
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1. The banker may give his customer his own Note, promising 
to pay him or any one eke h3 pleases such a sum on demand 

2. The customer might write a note to his banker directing 
him to pay such a sum either to some particular person, or to his 
order, or to bearer 

These paper documents neither create nor extinguish Liabilities. 
They are for the sole purpose of recording them on paper and 
transferring them to some one else 

Bankers' notes were at first merely written on paper like any 
other promissory notes, and they were for any sums. In 1729 
Messrs. Child & Co. introduced the practice of having their Notes 
partly printed and partly written, like a modern Cheque, and the 
banker just filled them up with the name and sum required. 
London bankers appear to have issued their own Notes till about 
1793. There was a panic in that year, and it is probable that 
they then discovered the danger of having a large sum of their 
notes floating about in the hands of the public; at all events they 
appear to have entirely discontinued issuing their own notes 
about that timer, though they never were forbidden to do so until 
the Bank Charter Act of 1844 

When therefore a Banker has created a Credit or Deposit in 
favour of a customer he can put this Credit into circulation either 
by means of the Banker's own note or by means of a Cheque; and 
when he does so the following different results may take place 

1. The customer himself or the holder of the Cheque or Note 
may draw out the actual money; if they do so the Bankers 
liability is extinguished. It is a resale of money to the holder of 
the Note or Cheque, and the banker buys up the Right of Action 
against himself 

2. The Cheque or Note may circulate in commerce, and effect 
any number of payments exactly like money; and it may ulti- 
mately be paid into the account of another customer of the same 
bank, and the series of transactions finally closed by the mere 
transfer of Credit from one account to another 

3. The Cheque or Note may, after performing a similar 
number of exchanges, fall into the hands of the customer of 
another Bank, and be paid into that Bank. So the banker 
becomes debtor to the customer of another bank. But if the 
Banker A becomes debtor to the customers of the Banker B, the 
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chances are that about an equal number of the customers of the 
Banker A will have claims against the Banker B. If the mutual 
claims of the customers of each Bank on the other are exactly 
equal, the respective orders are interchanged, and the Credits, 
re-adjusted to the accounts of the different customers without any 
payment in money. Thus if the mutual claims among any 
number of bankers exactly balanced, any amount of business 
might be carried on without requiring a single coin. Formerly if 
the mutual claims did not balance the differences used to be paid 
in coin or bank notes ; but now, by an ingenious arrangement at 
the Clearing House, which is too long to be described, the use of 
coin and Bank Notes is entirely dispensed with: and all the banks 
in the clearing are really and practically formed into one huge 
banking institution for the purpose of transferring Credits amongst 
each other, just as Credits are usually transferred from one 
account to another in the same bank without a single coin being 
required. You may judge of the importance of this system when 
I say that in the year 1874 upwards of £6,000,000,000 of Credits 
were transferred between the different banks without the use of a 
single coin 

On the Cash Credit System of Scotland 

The Credit created by Bankers in the operation we have just 
been considering was employed to purchase Commercial Bills 
which arise out of the transfer of commodities: and we have seen 
that they can create credit to several times the amount of the 
cash in their possession. And some writers seem to imagine that 
this is the limit of legitimate Credit. I have now to describe a 
species of Credit of a totally different species invented in Scotland, 
and which has been one cause of the improvement of the country. 
It is Credit created, not for the purpose of transferring com- 
modities already in existence, but for the express purpose of 
calling New products into existence 

When after a long period of inactivity the energies of a people 
are suddenly turned into an industrial direction, they find innu- 
merable enterprises which would be profitable, if only they 
possessed the means of setting them agoing. The quantity of 
money which was found sufficient for a non-industrial people is 
now found to be wholly inadequate to the increased demand for it. 
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The only consequence can be that if there is a greatly increased 
demand for the existing quantity of money, the Rate of Interest 
will rise proportionally, and rise to such an extent as to preclude 
all possibility of profit from such enterprises even if effected 

It has therefore invariably been found that whenever this takes 
place multitudes of schemes are set afloat for increasing the 
quantity of money. This was particularly the case after the 
restoration in England, when men, weary of politics and polemics, 
began to turn their attention to commerce 

Among fields of enterprise, at that period, none seemed more 
promising than agriculture. But all the available specie was 
absorbed in commerce: none was to be had for agriculture: or at 
least only at such rates as to be practically prohibitory 

This real want gave rise to a multitude of schemes for founding 
land banks at this period. Among the most famous of these was 
one proposed by John Law for the purpose of basing Paper 
Money on land, which he offered to the Parliament of Scotland in 
1705, and they fortunately rejected it. It was carried out in 
France in 1721 under the name of the Mississippi scheme 

I have no time at present to point out the errors in theory of 
Law's system; but ten years after the failure of Law's scheme in 
France, the Scotch Banks, by the admirable invention of Cash 
Credits pushed Credit to the utmost extent of its legitimate limits, 
and realised all that was practicable in the various schemes that 
were then rife for founding Land Banks: and it is to this system 
that the principal progress of Scotland in agriculture and all 
public works is due 

In order to understand clearly the principles of the system, let 
us recur to our fundamental definition or conception. Because a 
true definition or fundamental conception is the pole star to guide 
us through all difficulties and perplexities 

I have shewn you in the preceding lectures that the true defini- 
tion of Credit is the "Present Bight or the Present 
Value of a future Profit : " and every future Profit from 
whatsoever source arising, or of whatsoever nature, has a Present 
Value, which may be brought into commerce, and may be bought 
and sold like any material chattel 

I also shewed you that the land is an Economic Quantity pro- 
ducing a continuous series of Profits: and a trader exercising any 
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profitable business is an Economic Quantity analogous to land,as 
he produces a series of continuous Profits 

I then explained to you the system of Commercial Credit ; and 
shewed you that its true limits were the future profits: and that 
all Credit was sound which was redeemed by the future profits 

Now having argued from Land to Commerce, let us reverse the 
case, and argue from Commerce to Land 

If every future Commercial Profit has a Present Value which . 
can be brought into commerce and exchanged, the same is equally 
true of land. The Present Value of every Profit from Land can 
be equally brought into commerce and exchanged. And if the 
Credit be strictly limited to the future Profits of the land: Credit 
may, under certain conditions, be created in anticipation of the 
future Profits from the land as safely as on the future Profits of 
commerce 

The Bank of Scotland was founded in 1695, with powers of 
unlimited issue, both in amount and denomination. At first it 
only issued Notes of £100, £50, £10, and £5. In 1704 it began 
to issue £1 notes. It received a monopoly of Banking for 21 
years: and in 1727, after the expiry of its monopoly, the pro- 
prietors of the Equivalent fund were endowed by Charter with 
the powers of Banking, and assumed the name of the Royal Bank 
of Scotland 

In the very contracted sphere of commerce in Scotland at that 
time there were not sufficient Commercial Bills to exhaust the 
Credit of the two Banks; and the new Bank devised a new means 
of getting its Credit into circulation 

It agreed, on receiving sufficient guarantees, to open Credits to 
certain limited amounts in favour of respectable and trustworthy 
persons 

A Cash Credit is therefore a drawing account created in favour 
of a customer upon which he may operate precisely in the same 
manner as in a common drawing account: the only difference 
being that instead of receiving interest on the daily balance at his 
Credit, he pays interest on the daily balance at his Debit. It is 
thus merely an Inverse drawing account 

Cash Credits are applfodMta^Btaftlly different class of trans- 
actions from those whie^flHHhjjBfllfl of Exchange. One 
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difference being that Bills of Exchange arise out of the transfer of 
existing commodities; and are payable in one snm at fixed dates, 
while advances in Cash Credits are not issued on the transfer of 
existing commodities, or on any previous transaction, and are not 
repayable in one sum at fixed dates, but are a continuous working 
account 

Cash Credits have been of enormous assistance to persons in 
their private capacities. Every one having access to the arcana 
of the different banks must be aware of numerous instances of 
persons whose rise in life is entirely owing to a Cash Credit. Mr. 
Monteith, then Member for Glasgow, told the Committee of 1826 
that he was then a manufacturer employing 4000 hands, and that 
he began the world with a Cash Credit; and every Banker must 
know of numerous similar instances. But at present I have no 
time to enlarge on the advantages of Cash Credits to private indi- 
viduals: my purpose is to shew their effects in advancing the 
agriculture and public works of the country 

Let us suppose that in many parts of Scotland there is 
abundance of reclaimable land and abundance of people, but un- 
employed for want of Money or Funds to set their industry in 
motion 

Let us then suppose that a Proprietor comes with £10,000 in 
actual money, and applies it in reclaiming the land, sowing the 
crops, and it would be admitted that the Money was used as 
Capital; and the produce of the land would replace the Capita] 
expended 

But suppose that there being plenty of reclaimable land and 
unemployed people, as before, there is no Money in the district; 
then the Bauks open branches and send down a supply of £1 
notes, and grant Cash Credits to the farmers. These notes are 
universally received as readily as coin. The farmer can now pay 
wages and reclaim the land: and with the products of the land 
they repay the debts incurred: and thus large tracts of barren 
land have been changed into fertile corn fields 

Now the actual effects of expending money and employing £1 
notes in this way are absolutely identical: the people are employed 
and the land is reclaimed from the wilderness, and produces a 
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continuous series of profits. And if it be admitted that Money 
expended in this way is Capital, why are not £1 notes also 
expended in this way Capital ? An equal sura in Money and in 
£1 notes produce exactly the same effects, and consequently they 
are equally Capital : the only difference is that in using Money the 
employer makes Capital of the accumulated Profits of the 
past: in using Credit he makes Capital of the expected 
Profits of the future 

Every one knows that the prodigious progress in agriculture 
which has been made in Scotland during the last 130 years has 
been chiefly effected by means of these Cash Credits. And in a 
similar way almost all ^ie great public works of every description, 
roads, canals, docks, railways, &c, have been made by Cash 
Credits. It was stated to the Committee of the House of 
Commons, in 1826, that the Forth and Clyde Canal was executed 
by means of a Cash Credit of £40,000, granted by the Royal 
Bank. So all railroads are executed by similar means. When 
the directors have got their Act they obtain a Cash Credit from a 
Bank which supplied the necessary funds in its own £1 notes 

And thus we see how Credit is applied to the formation of new 
products equally well as to the transfer of existing ones: the 
principle of the Limit, however, being exactly the same, namely, 
the Present Value of the Future Profit 

All these marvellous results, which have raised Scotland from 
the lowest state of barbarism up to her present proud position in 
the space of 170 years, are the children of pure Credit. It is no 
exaggeration, but a melancholy truth, that at the period of the 
revolution, in 1688, and the establishment of the Bank of Scot- 
land, this country, partly owing to such a series of disasters as 
cannot be paralleled in the history of any other independent 
nation, and partly owing to its position at the very outskirts of 
civilisation, and far removed from the humanising influences of 
commerce ; divided into two nations, aliens in blood and language, 
was the most barbarous and lawless country in Europe. And it id 
equally undeniable that the two great causes of her rapid rise in 
civilisation and wealth have been her system of national Education 
and Banking. Her jH|HM^3uiking has been of infinitely 
greater service to lMM^^^^^Hfcpld and silver. Her Banking 
system has tenda&i^BV^^^MKtt} every «anly virtue : 
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mines of the precious metals would probably have demoralised her 
people. In the character of her own people Scotland has found 
Wealth infinitely more beneficial to her than all the mines of 
Mexico and Peru 

The express purpose of these Banks was to create Credit, 
Incorporeal entities, created out of Nothing, for a transitory 
existence, and when they had performed their functions vanishing 
again into the Nothing from whence they sprang. And has 
not this Credit been Capital ? Will any one, with these 
results patent to all the world, believe that it is maintained by 
some writers, who are supposed to be Economists, that the effects 
of Credit are purely imaginary. That Credit conduces nothing to 
Production and the increase of Wealth. And that those who 
allege that Credit is Capital are such puzzled-headed dolis as to 
think that the same thing can be in two places at once ! 

Now it must be carefully observed that these Cash Credits are 
for a distinct purpose, quite different from the discount of Com- 
mercial paper. They are not founded upon any previous trans- 
actions, nor upon the transfer of commodities already in existence. 
They are for the express purpose of creating new products, which 
would either have had no existence at all but for them, or, at all 
events, they would have been deferred for a very long time, until 
actual money could have been accumulated to have produced them. 
Then we have an enormous mass of Exchangeable Property created 
out of Nothing by the mere will of the Bank and its customers, 
which produces all the solid effects of actual gold and silver : and 
when it has done its work it vanishes again into Nothing at the 
will of the same persons who called it into existence 

Hence we see that the mere will of man has created vast masses 
of Wealth out of Nothing : and then, having served their 
purpose, they were Recreated into Nothing: which are 

" Melted into air; into thin air.' 1 

But their solid results have by no means faded " like the baseless 
fabric of a vision, leaving not a wreck behind." On the contrary, 
their solid results have been the far-famed agriculture of Scotland : 
her manufactures : the unrivalled steamships of the Clyde : great, 
public works of all sorts : canals : roads : bridges : docks : rail- 
roads : and poor young men converted into princely merchants 



105 
On the Economical Effects of Banking 

Having now given this exposition of the actual mechanism of 
Banking, and of some of its effects, which the experience of every 
one present knows to be true, it is now clear what a complete mis- 
conception of banking it is to say that bankers only borrow from 
some persons in order to lend to others 

The business of Banking is to build up a superstructure of 
Credit several times exceeding the basis of bullion : and this 
Credit is intended to circulate and produce all the effects of 
money 

It is the custom among writers who have no practical know- 
ledge of the subject to maintain that Banking cannot increase the 
Capital of the country ; but every one who can describe the effects 
of Banking in accurate language, knows well enough that Banking 
enormously increases the Capital of the country 

The only really accurate description of Banking that I am 
aware of is that by Alexander Hamilton, the eminent financier of 
the United States. When called upon to present a .Report on the 
expediency of establishing a National Bank, he said — 

"The following are among the principal advantages of a 
Bank: 

" First : The Augmentation of the active or productive 

Capital of a country It is a well-established fact that 

Banks in good Credit can circulate a far greater sum than the 
quantum of their Capital in gold and silver. . . . This faculty is 
produced in different ways 

" (1). A great portion of the notes which are issued and pass 
current as cash are indefinitely suspended in circulation, from the 
confidence which each holder has that he can at any moment turn 
them into gold and silver 

" (2). Every loan which a banker makes is, in its first shape, a 
Credit given to the borrower in its books, the amount of which it 
stands ready to pay, either in its own Notes, or gold, or silver, at 
his option. But in a great number of cases no actual payment is 
made in either. .... The same circumstances illustrate the 
truth of the position that it is one of the properties of Banks to 
increase the active Capital of a country. This additional employ- 

jnoney, and the faculty of a bank to lend and 
than the* amount of coin, are to all the 
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purposes of trade and industry an absolute Increase of Ca- 
pital. Purchases and undertakings in general can be carried on 
by means of Bank Paper, or Credit, as effectually as by an equal 
sum of gold or silver. And thus, by contributing to enlarge the 
mass of industrious and commercial enterprises, Banks become 
nurseries of national wealth — a consequence as satisfactorily 
verified by experience as it is clearly deducible in theory." 

I have alluded to J. B. Say as the author of the silly sarcasm 
that those who say that Credit is Capital say that the same thing 
may be in two places at once : and yet you will, perhaps, be sur- 
prised to hear that this very Say alleges that Banking Credits 
increase the Capital of a country. He says : " If bills of Credit 
could replace completely metallic money, it is evident that a Bank 
of Circulation veritably augments the sum of National Wealth, 
because, in this case, the metallic wealth becoming superfluous as 
an agent of circulation, and nevertheless preserving its own value, 
becomes disposable, and can serve other purposes. But how does 
this substitution take place ? What are its limits ? What classes 
of Society make their profit of this interest of the new fund 
added to the Capital of the Nation ? 

" According as a bank issues its notes, and the public consents 
to receive them on the same footing as metallic money, the number 
of monetary units increases 

" If, suppose, it issues 100 millions of notes, it will withdraw, 
perhaps, 40 millions in specie, which it will put in reserve to meet 
the payments which may be demanded of it. Therefore if it adds 
100 millions to the quantity of money in circulation, and if it 
withdraws 40 millions from circulation, it is as if it added only 
GO millions 

" We now wish to learn what class of society enjoys the use of 
this New Capital ? " 

Thus you will see that Say, who is the author whose dogma has 
been most frequently quoted in ridicule of the doctrine that Credit 
is Capital, himself expressly classes Credit under the term Capital 

Not many persons are aware, probably, of the immense conse- 
quences produced by banking. When the London goldsmiths first 
took to banking the ordinary rate of interest was 10 percent.: and 
even that was low for the loan of actual money. But the bankers 
found that they could maintain a large amount of their Credit 
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in circulation, which served the purposes of money i the; found 
their resources multiplied: and consequently the; began to bid 
against each other, and in a very short time the average rate of 
interest was reduced from 10 per cent, to 3 per cent. : abont which 
it may be said to have remained ever since. When the Bank of 
England was founded, Exchequer Bills and other Government 
Securities were at a discount of abont 40 per cent. In a very 
short time the Bank brought down the Rate of Government 
Securities to 3 per cent. 

One of the consequences of this was to triple the Value of land : 
the value of land depends chiefly on the current average rate of 
interest. In the days of Charles II. the usual rate of interest waa 
10 percent., and tbe laud was worth only 10 years' purchase. Bnt 
now that the current rate of interest is reduced to 3 per cent., the 
common value of land is about 30 years' purchase 

Besides that, it has given a prodigious stimulus to industry of 
all sorts, agricultural and commercial : because to effect agricul- 
tural improvements, the very first requisite is to be able to obtain 
capital on very moderate terms : thus you see what a prodigious 
advantage a solid banking system is to a country : and you also 
see what an advantage it is to a country to cultivate banking 
habits among the people, because every sovereign paid into a bank 
enables the bank to multiply its effect by fivefold through its 
credit. In short, if I had time to trace the effects of Banking 
through all its ramifications, you would see the truth of what the 
great Statesman and Jurist of the United States said : " Credit 
has done more, a thousand times, to enrich nations than all the 
mines of all the world " 

On the Bight of Private persona to issue Notes and other 
Instruments of Credit 

I now have to touch upon a subject of the greatest importance 
to Bankers and other members of the Mercantile community — 
namely, tbe Bight of private persons to issue Notes and other 
Instruments of Credit 

In 1692 a great contest took place between the bankers of the 
City of London and the Court of Queen's Bench, presided over 
by that very eminent judge, Lord Holt. For about thirty years 
previously the City Bankers bad been issuing their Notes payable 
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to bearer on demand, and in several cases they had been allowed 
to be legal documents. But in that year a case upon a Banker's 
note came before Lord Holt and the Court of Queen's Bench, and 
the Court unanimously held that such documents were illegal at 
Common Law. It had been affirmed by Lord Coke that Choses- 
in-action or debts could not be assigned or transferred at Common 
Law so as to enable the transferee to sue the debtor in his own 
name 

Accordingly, this doctrine being held by such distinguished 
authority, when the Bank of England was founded in 1694, a 
clause was inserted in the Act legalising the transfer of their 
Notes by indorsement. But a series of decisions held private 
bankers' notes to be contrary to the Common Law. At length, 
in 1704, an Act was passed placing Promissory Notes on exactly 
the same footing as inland Bills of Exchange. Accordingly, from 
that period it was held to be an established dogma in the Law of 
England that debts could in no case be assigned and transferred, 
that Bills of Exchange were contrary to Common Law, and only 
permitted as part of the Lex Mercatoria, or custom of Merchants, 
and that the legality of Promissory Notes entirely depended upon 
the Statute of Anne. Such was the doctrine laid down in every 
text-book of Mercantile Law, and which was carefully inculcated 
on every aspirant to the bar ; and such was the doctrine which I 
stated in the early editions of my works, trusting in the uniform 
dogmas of the judges for nearly 200 years. Among other 
opinions to that effect, Lord Chancellor Cranworth, in a very 
well-known appeal case from the Court of Session, said that it 
was not to be tolerated by the law, either of England or Scotland, 
that any. one should issue a floating Right of Action against 
himself. The evident consequence of such a doctrine was that 
the whole issues of Notes and Bills were illegal at Common 
Law 

However, in 1867, the Government of the day issued a Com- 
mission to certain distinguished Lawyers, among whom were 
Lord Cranworth, Lord Westbury, Lord Selborne, Lord Hatherley, 
Lord Cairns, and Lord Penzance, to take measures to prepare a 
Digest of certain branches of the Law for the guidance of the 
Courts of Law, in the then contemplated fusion of the Courts of 
Common Law and Equity which has since taken place. The 
Commissioners invited members of the bar to offer themselves ta 
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prepare these Digests. One of the branches of the Law selected 
was Bills of Exchange, Bank Notes, &c. 

I entered into this competition, and in preparing the Paper for 
it it occurred to me that the doctrines of the Common Law on the 
subject of the transfer of Debts were contradictory ; because in 
some cases it was perfectly admitted that it was legal to transfer 
them. Upon investigating the matter, I found a continuous 
series of decisions of the Courts of Common Law from the days of 
Edward III. to that of William III., being more than 800 years, 
in which they unanimously held that wherever a Debtor or Obligor 
created an Obligation, transferable to assignee or bearer, that the 
assignee or bearer might sue him in his own name 

Accordingly, in the Paper I prepared for the consideration of the 
Commissioners, I submitted that the doctrine held by the Judges 
from the time of Edward III. to that of William III. was the 
correct doctrine ; and the series of cases decided by Lord Holt 
in 1692, and adhered to since his day, were erroneous, and ought 
to be set aside 

The Commissioners acquiesced in my arguments, and selected 
me to prepare this Digest, and I was invested with the duty of 
preparing the Digest of this branch of Mercantile Law, and 
reducing into systematic and scientific order the whole cases on 
this subject, both at Law and in Equity, And as it was to be a 
Declaration of the Law on the subject, it was my duty to set 
aside and reverse such cases as were erroneous 

Accordingly, I began the Digest by setting aside the whole 
series of cases decided by Lord Holt upon which the modern 
doctrine is founded, as erroneous, and stated the Law to be as it 
was held by the Courts during the preceding 800 years 

After working at the Digest for some considerable time, the 
Commissioners determined to discontinue it in its then form, but 
recommended that it should be begun in another way. The 
Government, however, never carried out this suggestion, and 
my Digest was never published 

But I published the new doctrine in my Principles of 
Economical Philosophy, and in the new edition of my Theory and 
Practice of Banking y because I considered that the approval of the 
Commissioners of my view of the Law in preference to that which 
was commonly held by the profession, was in fact equivalent to a 
judgment of the House of Lords in my favour. Because the 
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Commissioners included all the Law Lords exoept one, and if they 
approved of my doctrine in their capacity of Commissioners, they 
must equally have done so in their capacity of Law Lords 

Shortly after the publication of my Principles, the point came 
before the Court of Queen's Bench, and the present Lord 
Blackburn, in delivering the judgment of the Court, restated the 
Law, as it had been previously held, in very strong and decided 
terms 

I was, therefore, placed in this somewhat unpleasant position : 
as the expressly authorised exponent of the Law I was in direct 
conflict with the Court of Queen's Bench as to the fundamental 
principles of the Common Law of England on Credit 

However, the very same point came again before the Court of 
Exchequer Chamber in 1875, when the whole subject was 
thoroughly discussed : and in the course of the argument the 
Lord Chief Justice of England pronounced the series of cases 
decided by Lord Holt, and adhered to ever since, to be a blot on 
our judicial history, and the Court unanimously reversed them 
and annulled them 

This was in the case of Goodwin v. Robarts: and it is beyond 
all question the most important mercantile case of modern times. 
The effect of it is for the first time to establish the whole business 
of Banking and Bills of Exchange on a solid legal basis 

In delivering the judgment of the Court the Lord Chief 
Justice did me the very high honour of referring to my Digest by 
name, and said: "We find it stated in a Law Tract by Mr. 
Macleod, entitled Specimen of a Digest of the Law of Bills of 
Exchange, printed, we believe, as a Report to the Government, but 
which from its research and ability deserves to be produced in a 
form calculated to ensure a wider circulation " 

I wish you, therefore, to understand that all that I have said on 
the subject of Credit has been strictly scrutinised and approved of 
by all the Law Lords and Judges of England : and that when the 
Council of your Institute have accorded me the opportunity of 
addressing you, they are acting entirely in conformity with the 
recorded judgment of the Judges of England 

You will at once appreciate the importance of this Judgment ; 
because until its delivery, it had been held that issuing Notes, 
payable to bearer on demand, was contrary to the Common Law 
of England, and that it was a privilege specially conferred by Act 
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of Parliament ; whereas it is now clearly and finally settled to be 
a Right at Common Law which can only be taken away by Act of 
Parliament. 

' * 

On the Right of Foreign Banks to open Branches in England 

I hare now come to the last point I have to tonoh npon in the 
present course 

You are, of course, aware that several of the Scotch Banks 
have within recent years established branches in London. It is 
perhaps somewhat surprising in these days of free competition 
that their doing so has created some opposition, and in fact their 
right to do so has been questioned in Parliament. Now of 
course it is entirely out of my province to discuss their reasons for 
so doing ; that is a matter exclusively for their own consideration. 
My sole purpose is to state their Legal right to act as they have 

done 

Now as for the purposes of trade and commeroe, England and 
Scotland are one country, there is no apparent reason why they 
should not have this Right. No one questions the right of 
Euglish banks to establish branches in Scotland if they choose to 
do so ; and in fact several of the English Colonial Banks have 
agencies in Scotland. Why, then, should it be supposed that it 
is contrary to Law for Scotch Banks to open branches in 
England? 

The onus of proof lies entirely on those who deny their Bight 
to do so. And I may say at once that the whole question turns 
on the privileges of the Bank of England ; and I will now state 
exactly what these privileges are. The privileges of the Bank of 
England are a penal enactment against the rights of the rest of 
the trading community, and therefore they are to be construed 
strictly. Nothing is contrary to law except what is clearly and 
distinctly forbidden by them. Everything else is legal and 
permissible 

At its first institution the Bank of England received no 
monopoly. The Ministry of William III., in 1694, when it was 
founded, was not composed of one party in the State as it now is, 
but was partly Whig and partly Tory. The Bank of England 
was founded by the WbttJWtion of the Ministry, and was 
especially intai80ijjfl^tfHHBU|f commerce. The Tory 
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portion of the Ministry endeavoured to get up a Bank to assist 
agriculture, which they called the Land Bank. Every reader of 
Macaulay knows how the scheme failed ; and its failure was one 
of the causes which produced the stoppage of the Bank in 1697. 
Accordingly, when the Capital of this Bank was increased by 
Parliament in 1697, it was enacted that no other Bank should be 
sanctioned by Act of Parliament There was nothing to prevent 
private banks being formed of any magnitude, nor did it prevent 
any other corporation or company from setting up banking 
business. Accordingly, a company, called the Mine Adventurers 
of England, commenced doing banking business. In order to 
prevent this it was enacted, in 1709, that no company or society 
exceeding six persons "in that part of Great Britain called 
England, might borrow, owe, or take up any sum or sums of money 
on their bills or notes payable at demand, or at any less time than 
six months from the borrowing thereof" 

Now at that time no one had framed a definition of banking ; 
but it was supposed that issuing notes payable on demand was so 
essentially what constituted the business of banking, that to 
prohibit companies from doing that was to prevent them from 
banking. And so it was understood at the time, and for several 
years no attempt was made to infringe the privileges of the Bank 
of England 

About 1742, however, when the Charter of the Bank expired/ 
several attempts were made to evade the words of the Act, and in 
order to preserve them more effectually, the following clause was 
inserted in the Bank Charter Act of that year 

"And to prevent any doubts that may arise concerning the 
privilege or power given by former Acts of Parliament to the 
said Governor and Company of Exclusive Banking, and 
also in regard to the erecting any other Bank or Banks by 
Parliament, or restraining other persons from Banking during 
the continuance of the said privilege granted to the Governor and 
Company of the Bank of England, as before recited, it is hereby 
further enacted and declared, by the authority aforesaid, that it 
is the true intent and meaning of the Act, that no other Bank 
shall be erected, established, or allowed by Parliament, and that it 
shall not be lawful for any body politic or corporate whatsoever 
united, or to be united in covenants or partnership, exceeding the 
number of six persons, in that part of Great Britain called 
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England, to borrow, owe, or take tip any sum or sums of money, 
on their bills or notes payable at demand, or at any less time than 
six months from the borrowing thereof, during the continuance of 
such said privilege of the said Governor and Company, who are 
merely declared to be and remain a Corporation with the privilege 
of Exclusive Banking as aforesaid " 

These words, which were always contained in subsequent Bank 
Charter Acts, strictly define the exclusive privilege of the Bank 
of England. Its sole monopoly is that no Bank having more 
than six partners should issue Notes payable at less than six 
months in England; but all other kinds of banks and banking are 
left absolutely free 

There is no doubt whatever that Parliament intended to confer 
an absolute monopoly of banking on the Bank of England ; but 
by strictly defining what they conceived banking to consist in, 
they, in fact, ultimately defeated their own purpose. For a con- 
siderable number of years it was effectual for purpose, and no 
banks were founded exceeding six persons 

After the great crisis of 1825, however, the Bank consented to 
give up a portion of their monopoly, and in 1826 Joint Stock 
Banks were allowed to be formed to issue Notes beyond the limit 
of sixty-five miles from London, provided they had no Head 
Office in London, and did no business in London. Among other 
Banks founded under this Act was the National Provincial Bank 
of England, which for many years carried on a very large business 
in the provinces, and had a large issue of notes, but had no head 
office, and did no business in London 

But I have observed already that the private bankers of 
London had of their own accord discontinued issuing notes about 
1793, and they were the first to shew that banking might be 
carried on without issuing notes. Accordingly some persons, 
about 1820, began to allege that there was nothing in the 
monopoly of the Bank of England to prevent banks of any 
magnitude and any number of partners being formed, provided 
that they did not issue notes. Nothing was done at that time to 
give effect to that suggestion; but in 1832 a company was 
formed under the management of Mr. Gilbart, and called the 
London and Westminster Bank, to bank according to the usual 
custom of London bankers without issuing notes. The Bank of 
England was thrown into great perturbation at seeing the flank 
of their monopoly turned in this unexpected manner, and this 



114 

invasion of what they considered their privileges, and they 
applied to the Government to insert a clause in their new 
Charter Act, which was then passing through Parliament, to 
prevent the formation of such banks. But the Law Officers of 
the Crown declared that there was nothing in the monopoly 
clause of the Bank Charter Act to prevent such banks being 
founded, and that they were legal at Common Law. Accord- 
ingly many Joint Stock Banks have been founded, and carry on 
business in London without issuing notes 

Such then is a simple statement of the Law of the case. And 
with respect to the Scotch Banks opening branches in London or 
any other part of England the sole question is: Do they issue 
Notes payable at less than six months after demand in England? 
The clear answer is that they do not; and consequently they have 
an absolute right to open branches in London or any other part 
of England if they choose to do so 

The sore point of the case is this: the National Provincial Bank 
and another country bank which had large issues of notes have 
found it expedient to become London Bankers, and have estab- 
lished their head offices in London. But to do this they have 
been obliged to give up their issues in the provinces. And they 
consider it very unjust that they have to give up their country 
issues when they do London business, while the Scotch Banks may 
do London business and still maintain their issues in Scotland. 
But the answer to all that is that it is a pure matter of Law, By 
opening branches in London the Scotch Banks do not infringe the 
monopoly of the Bank of England: whereas Banks issuing notes 
in the provinces of England do infringe that monopoly if they do 
business in London. As a matter of fact any bank in any part of 
the world may open any number of branches in London or any 
other part of England that it pleases, so long as it does not issue 
notes in England. But the country Joint Stock Bank may not 
do any business in London or within 65 miles of it, without 
giving up their issues of Notes 

Whatever may be the hardship or injustice of the case, the 
remedy certainly does not lie in depriving the Scotch Banks of 
their legal rights: but rather in a thorough revision and rectifica- 
tion of the Banking Laws of England, which the logic of facts 
will probably force, however unwillingly, on the Government 
before very long 
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LECTURES ON CREDIT AND BANKING 

HENRY DUNNING MACLEOD, Esq, 



EXAMINATION PAPER, 7 to 9 p.m. 

EDINBURGH, FEBRUARY 16: ABERDEEN, FEBRUARY 16, 1882 

1. Explain the meaning of the term " Economics " 

2. (a) What is the technical meaning of the word " Wealth," as used by 

all ancient writers, and by the most recent Economists ? 
(6) How many distinct kinds of Wealth are there? Give instances of 
each 

3. (a) Enumerate the different kinds of Exchange of whioh Commerce in 

its widest extent consists 
(6) Which of these does " Banking " include ? 

4. (a) Explain fully the meaning of the word "Property " 

(b) How are Lands, Houses, Jewelry, Cattle, Ac, and also Rights of 
Action, Bank Notes, Bills of Exchange, Shares in Commercial 
Companies, Copyrights, the Goodwill of a Business, Ac, equally 
«* Pbopbbty " and " Wealth " 

f Bishop Berkeley asks in his " Querist " — " Whether all circulation be 

not alike a circulation of * Credit,' whatsoever medium — Metal 

or Paper — is employed: and whether Gold be any more than 

• Credit ' for so much power ? " 
Edmund Burke speaks of Gold and Silver as " the recognised * Credit ' 

of mankind " 
Baudeau speaks of coined Money as a " Bill of Exchange or ' Order ' 

payable at the will of the bearer " 
Adam Smith calls a Guinea a " Bill " upon all the tradesmen in the 

neighbourhood 
Henry Thornton, the banker, says — " Money of all sorts is an ' Order ' 

for goods " 

(a) Define " Credit " 

(6) What is meant by saying that " Monet " is a formof " Credit " ? 
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' Demosthenes says — " If yon were ignorant of this, that * Credit ' is the 

greatest * Capital ' of all, you would be utterly ignorant " 
Dutot says — " ' Credit ' is therefore the greatest ' Wealth ' to every 
one who carries on commerce " 
6. A Junius says — " * Private Credit * is ' Wealth ' " 

Mill says — " Everything' which has * Purchasing Power is 

Wealth ' " 
He also says — " * Credit ' is « Purchasing Power,' " — 
From which the necessary inference is that " Credit " is " Wealth " 
\a) Define "Capital" 
(6) Explain how " Credit " is used as " Capital " 

7. (a) What is The Value of anything ? 

(6) It is often asserted that Labour is the Cause of all Value 
Is this assertion true ? 

If you are of opinion that it is not true, quote any number of cases 
which occur to you in which there is Value, and no Labour 

8. (a) Define an ** Obligation " 

(b) Of what parts does it consist ? And what are their names ? 

9. (a) What is the double meaning of the words " Debt " and " Bight ? " 

(b) Explain the reason of this double meaning 

10. Explain what is meant by saying that — 

(1) Debts are " Goods and Chattels " 

(2) Debts are " Negative Quantities " 

11. (a) Explain the distinction in principle between — 

(1) The " Loan " of an umbrella 

(2) The " Loan " of a pot of strawberry jam or a bottle of wine 
(6) Give the names in Boman law of these distinct kinds of " Loan " 

(c) To which of these classes of " Loan " does a Loan of Money belong ? 

12. Define— (1) " Aooepttlation ; " (2) " Novation ; " (3) " Compensation : " 

and give instances of each 

13. A father's age is 58 and his son's 18 : when was the father three times 

as old as his son ? 
Solve this equation : explain the meaning of the answer : and show its 
application in the Theory of Credit 

14. What is meant by saying that if Money is termed " Positive Capital," 

Credit may be termed " Negative Capital ? " 

15. What is the meaning of the word " Bank ? " To what ofl&ce was it first 

applied ? 
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16. It is said in the Report of a Committee of the House of Commons — 

" The use of Money, and that only, they regard as the province 
of a Bank, whether of a private person, or of the Banking 
Department of the Bank of England " 
In your opinion is this a correct description of the business of 

" Banking ?" 
It is officially stated that in the year 1881 the aggregate Assets in Gash 
of the Scotch Banks were £3,902,982, and their aggregate Liabilities 
were £88,778,485 
Describe the process by which the aggregate Liabilities of the Scotch 

Banks amount to twenty-three times the Cash they hold 
And from this description deduce the correct definition of " Banking " 

17. (a) What is the technical meaning of — 

(1) A " Deposit " in Banking language 

(2) An " Issue " in Mercantile Law 

(6) A customer pays in 100 sovereigns to his account at his banker's. 

Is the Money paid in a " Deposit ? " 
(c) A accepts a Bill for the Accommodation of B and delivers it to him. 

Is the Bill "Issued?" 
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ABERDEEN. 



Prizes. 

Name. Bank. 

Simpson Town and County 

Craig Town and County 



Certificates of Honour. 



Florence North of Scotland 

Murray North of Scotland 

Falconer North of Scotland 
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Ironside Town and County 
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Fowler Town and County 

Cardue Town and County 

Silver Town and County 

Taylor Town and County 

Mennie North of Scotland 



Certificates of Merit. 
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Crown 8vo. Woodcuts, 12s, 6d. 

The Correlation of Phy- 
sical Forces. By the Hon. Sir W. 
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l\C.l.. With 2 j Diagrams. Svo, 15A 

An Introduction to the 

Systematic Zoology and Morpho- 
logy of Vertebrate Animals. 1W A. 
MACAMsrKR, M.D. With aS Dia- 
grams. Svw icu, oV. 



Text-Books of Science, 

Mechanical and Physical, adapted for 
the use of Artisans and of Students in 
Public and Science Schools. Small 
8vo. with Woodcuts, &c 

Aimer's Photography, 3/. 6d. 

Anderson's (Sir John) Strength of Ma- 
terials, 3s. 6d. 

Armstrong's Organic Chemistry, 3s. 6d. 

Ball's Elements of Astronomy, 6s. 

Barry's Railway Appliances, 3s. 6d. 

Bauerman's Systematic Mineralogy, 6s. 

Bloxam's Metals, 3x. 6d. 

Goodeve's Mechanics, 3/. 6d. 

Gore's Electro-Metallurgy, 6s, 

Griffin's Algebra & Trigonometry, 3/6. 

Jenkin's Electricity & Magnetism, 3/6. 

Maxwell's Theory of Heat, 3r. 6d. 

Merrifield's Technical Arithmetic, y. 6d. 

Miller's Inorganic Chemistry, y. 6d. 

Preece & Sivewright's Telegraphy, 3/6. 

Rutley's Study of Rocks, 4s. 6d. 

Shelley's Workshop Appliances, 3s. 6d. 

Thomas Structural and Physiological 
Botany, 6x. 

Thorpe's Quantitative Analysis, 4s. 6d. 

Thorpe & Muir's Qualitative Analysis, 

price 3x. 6d. 

Tilden's Chemical Philosophy, 3x. 6d. 
Unwin's Machine Design, 3-r. 6d, 
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Wood's Insects Abroad ; 

a Popular Account of Foreign Insects, 
their Structure, Habits, and Trans- 
formations. 8vo. Woodcuts, 14J. 

Wood's Out of Doors ; a 

Selection of Original Articles on 
Practical Natural History. With 6 
Illustrations. Crown 8vo. *js. 6V. 
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and Wales ; a Concise Account of 
the Lithological Characters, Leading 
Fossils, and Economic Products of the 
Rocks. By H. B. Woodward, F. G. S. 
Crown 8vo. Map & Woodcuts, 14J. 

Keller's Lake Dwellings 

of Switzerland, and other Parts of 
Europe. Translated by John E. Lee, 
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Hours; Familiar Essays on Scientific 
Subjects, Natural Phenomena, &c. 
By R. A. Proctor, B.A. 2 vols. 
crown 8vo. p. 6d. each. 

A Dictionary of Science, 

Literature, and Art Re-edited by 
the Rev. Sir G. W. Cox, Bart. M.A. 
3 vols, medium 8vo. 6y. 

Hullah's Course of Lec- 
tures on the History of Modern 
Music 8vo. Ss. 6d. 
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Hullah's Second Course. 

of Lectures on the Transition Period 
of Musical History. 8vo. ios. 6d. 

Loudon's Encyclopaedia 

of Plants ; the Specific Character, 
Description, Culture, History, &c. of 
all Plants found in Great Britain. With 
12,000 Woodcuts. 8vo. 42J. 

Loudon's Encyclopaedia 

of Gardening ; the Theory and Prac- 
tice of Horticulture, Floriculture, Arbori- 
culture & Landscape Gardening. With 
1,000 Woodcuts. 8vo. 2 1 s. 



De Caisne & Le Maout's 

Descriptive and Analytical Botany. 

Translated by Mrs. Hooker ; edited 
and arranged by J. D. Hooker, M.D. 
With 5,500 Woodcuts. Imperial 8vo. 
price 3 1 j. 6d. 

Rivers's Orchard-House ; 

or, the Cultivation of Fruit Trees under 
Glass. Sixteenth Edition. Crown 8vo. 
with 25 Woodcuts, $s. 

The Rose Amateur's 

Guide. By Thomas Rivers. Latest 
Edition. Fcp. 8vo. 4*. 6d. 



CHEMISTRY and PHYSIOLOGY. 



Experimental Chemistry 

for Junior Students. By J. E. Rey- 
nolds, M.D. F.R.S. Professor of Che- 
mistry, University of Dublin. Part I. 
Introductory. Fcp. 8vo. is. 6d. 

Practical Chemistry; the 

Principles of Qualitative Analysis. 
By W. A. Tilden, D.Sc Lond.F.C S. 
Professor of Chemistry in Mason's Col- 
lege, Birmingham. Fcp. §vo. is. 6d. 

Miller's Elements of Che- 
mistry, Theoretical and Practical. 
Re-edited, with Additions, by H. 
Macleod, F.C.S. 3 vols. 8vo. 

Part I. Chemical Physics, i&r. 
Part II. Inorganic Chemistry, 24s. 
Part III. Organic Chemistry, $is.6d. 

Annals of Chemical Me- 
dicine ; including the Application of 
Chemistry to Physiology, Pathology, 
Therapeutics, Pharmacy, Toxicology, 
and Hygiene. Edited by J. L. W. 
Thudichum, M.D. Vol. I. 8vo. 14J. I 



Health in the House; 

Lectures on Elementary Physiology in 
its Application to the Daily Wants of 
Man and Animals. By Mrs. Buckton. 
Crown 8vo. Woodcuts, 2s. 

A Dictionary of Chemis- 
try and the Allied Branches of other 
Sciences. Edited by Henry Watts, 
F. C. S. 8 vols, medium 8 vo. ;£ 1 2 . 1 2 j. 6d. 

Third Supplement, completing the 
Record of Chemical Discovery to the 
year 1877. Part II. completion, is 
now ready, price $os. 

Practical Inorganic Che- 
mistry. An Elementary Text-Book 
of Theoretical and Practical Inorganic 
Chemistry, designed chiefly for the use 
of Students of Science Classes connected 
with the Science and Art Department 
of the Committee of Council on Educa- 
tion. By W. Jago, F.C.S. Science 
Master at Brighton College. With 37 
Woodcuts. Fcp. 8vo. 2s. 



The FINE ARTS and ILLUSTRATED 

EDITIONS. 



N 



Lord Macaulay's Lays of 

Ancient Rome, with Ivry and the 
Armada. With 41 Wood Engravings 
by G. Pearson from Original Drawings 
by J. R. Weguelin. Crown 8vo. dr. 



Lord Macaulay's Lays of 

Ancient Rome. With Ninety Illustra- 
tions engraved on Wood from Drawings 
by G. Scharf. Fcp. 4to. 2 is. or imperial 
l6mo. I or. 6d. 
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Notes on Foreign Picture 

Galleries. By C. L. Eastlake. 
F.R.I.B. A. Keeper of the National 
Gallery, London. Crown 8vo. fully 
Illustrated. [fa preparation. 

Vol. I. The Brera Gallery, Milan. 
II. The Louvre, Paris. 
III. The Pinacothek, Munich. 



>* 



*» 



The Three Cathedrals 

dedicated to St. Paul in London. 
By W. Longman, F.S.A. With 
Illustrations. Square crown 8vo. 21s, 

Lectures on Harmony, 

delivered at the Royal Institution. By 
* G. A. Macfarren. 8vo. 12s, 

Moore's Lalla Rookh. 

Tenniel's Edition, with 68 Woodcut 
Illustrations. Crown 8vo. 10s, 6d, 

Moore's Irish Melodies, 

Maclise's Edition, with 161 Steel 
Plates. Super-royal 8vo. 21s, 



Sacred and Legendary 

Art By Mrs. Jameson. 6 vols, 
square crown 8vo. £$, 15J. 6d, 

Jameson's Legends of the 

Saints and Martyrs. With 19 Etch- 
ings and 187 Woodcuts. 2 vols. 3U. 6d, 

Jameson's Legends of the 

Monastic Orders. With 11 Etchings 
and 88 Woodcuts. 1 vol. 21s, 

Jameson's Legends of the 

Madonna. With 27 Etchings and 165 
Woodcuts. 1 vol. 2 1 s, 

Jameson's History of the 

Saviour, His Types and Precursors. 
Completed by Lady Eastlake. With 
13 Etchings and 281 Woodcuts. 
2 vols. 42s. 



The USEFUL ARTS, MANUFACTURES, &o. 



The Elements of Me- 
chanism. By T. M. Good eve, M.A. 

Barrister-at-Law. New Edition, re- 
written and enlarged, with 342 Wood- 
cuts. Crown 8vo. 6s, 

Railways and Locomo- 
tives ; a Series of Lectures delivered 
at the School of Military Engineering, 
Chatham. Railways, by J. W. Barry, 
M. Inst. C.E. Locomotives, by Sir F. 
J. Bramwell, F.R.S. M. Inst. C.E. 
With 228 Illustrations engraved on 
Wood. 8vo. price 21s, 

The Engineer's Valuing 

Assistant. By H. D. Hoskold, 
Civil and Mining Engineer. 8vo. 
price 3 1 J. 6d, 

Gwilt's Encyclopaedia of 

Architecture, with above 1,600 Wood- 
cuts. Revised and extended by W. 
Papworth. 8vo. 5&r. 6d. 

ing, Sim- 

.. B y 

Ed i ti on* 
1*. 




Industrial Chemistry; a 

Manual for Manufacturers and for Col- 
leges or Technical Schools ; a Transi- 
tion of Payen's .Precis de Chimie 
Ifidustriellc. Edited, with Chapters 
on the Chemistry of the Metals, &c. by 
B. H. Paul. With 698 Woodcuts. 
Medium 8vo. 42X. 

The Theory of Strains in 

Girders and similar Structures, with 
Observations on the application of 
Theory to Practice, and Tables of the 
Strength and other Properties of Ma- 
terials. By B. B. Stoney, M.A. 
M. Inst. C.E. Royal 8vo. with 5 
Plates and 123 Woodcuts, 36J. 

The British Navy: its 

Strength, Resources, and Adminis- 
tration. By Sir T. Brassey, K.C.B. 
M.P. M.A. In 6 vols. 8vo. Vols. I. 
and II. with many Illustrations, 145. 
or separately, Vol. I. ioj. 6d. Vol. II. 
price 3-r. 6d. 

A Treatise on Mills and 

Millwork. By the late Sir W. Fair- 
BAIRN, Bart. C.E. Fourth Edition, 
with 18 Plates an<jl 333 Woodcuts. 
I vol. 8vo. 25;. 
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Useful Information for 

Engineers. By the late Sir W. 
Fairbairn, Bart. C.E. With many 
Plates and Woodcuts. 3 vols. crown 
8vo. 3 1 j. 6d. 

The Application of Cast 

and Wrought Iron to Building 
Purposes. By the late Sir W. Fair- 
bairn, Bart. C.E. With 6 Plates and 
118 Woodcuts. 8vo. \6s. 

Hints on Household 

Taste in Furniture, Upholstery, 
and other Details. By C. L. East- 
lake. Fourth Edition, with 100 Illus- 
trations. Square crown 8vo. 1 4s, 

Handbook of Practical 

Telegraphy. By R. S. Culley, 
Memb. Inst. C.E. Seventh Edition. 
Plates & Woodcuts. 8vo. i6j". 

The Marine Steam En- 
gine. A Treatise for the use of 
Engineering Students and Officers of 
the Royal Navy. By Richard 
Sennett, Chief Engineer, Royal 
Navy ; First Assistant to Chief En- 
gineer H.M. Dockyard, Devonport; 
late Instructor in Marine Engineering 
at the Royal Naval College. With 
numerous Illustrations and Diagrams. 
8vo. price 21s. 

A Treatise on the Steam 

Engine, in its various applications to 
Mines, Mills, Steam Navigation, Rail- 
ways and Agriculture. By J. Bourne, 
C.E. With Portrait, 37 Plates, and 
546 Woodcuts. 4to. 42s. 

Catechism of the Steam 

Engine, in its various Applications. 
By John Bourne, C.E. Fcp. 8vo. 
Woodcuts, 6s. 

Handbook of the Steam 

Engine, a Key to the Author's Cate- 
chism of the Steam Engine. By J. 
Bourne, C.E. Fcp. 8vo. Woodcuts, 9*. 

Examples of Steam and 

Gas Engines of the most recent Ap- 
proved Types as employed in Mines, 
Factories, Steam Navigation, Railways 
and Agriculture, practically described. 
By John Bourne, C.E. With 54 
Plates and 356 Woodcuts. 4to. Jos. 



Recent Improvements in 

the Steam Engine. By J. Bourne, 
C.E. Fcp. 8vo. Woodcuts, 6s. 

Ure's Dictionary of Arts, 

Manufactures, and Mines, Seventh 
Edition, re-written and enlarged by R. 
Hunt, F.R.S. assisted by numerous 
Contributors. With 2,604 Woodcuts. 
4 vols, medium 8vo. j£j. Js. 

Cresy's Encyclopaedia of 

Civil Engineering, Historical, Theo- 
retical, and Practical. With above 
3,000 Woodcuts. 8vo. 2$s. 

Kerl's Practical Treatise 

on Metallurgy. Adapted from the last 
German Edition by W. Crookes, F. R. S. - 
&c. and E. Rohrig, Ph.D. 3 vols. 
8vo. with 625 Woodcuts. £4. 19J. 

Ville on Artificial Ma- 
nures, their Chemical Selection and 
Scientific Application to Agriculture. 
Translated and edited by W. Crookes, 
F.R.S. With 31 Plates. 8vo. 2W. 

Mitchell's Manual of 

Practical Assaying. Fifth Edition, 
revised, with the Recent Discoveries 
incorporated, by W. Crookes, F.R.S. 
Crown 8vo. Woodcuts, 31J. 6d. 

The Art of Perfumery* 

and the Methods of Obtaining the 
Odours of Plants ; the Growth and 
general Flower Farm System of Rais- 
ing Fragrant Herbs ; with Instructions 
for the Manufacture of Perfumes &c. 
By G. W. S. Piesse, Ph.D. F.C.S, 
Fourth Edition, with 96 Woodcuts. 
Square crown 8vo. 21s. 

Loudon's Encyclopaedia 

of Gardening ; the Theory and Prac- 
tice of Horticulture, Floriculture, Arbori- 
culture & Landscape Gardening. With 
1,000 Woodcuts. 8vo. 21s. 

Loudon's Encyclopaedia 

of Agriculture ; the Laying-out, Im- 
provement, and Management of Landed 
Property ; the Cultivation and Economy 
of the Productions of Agriculture. With 
1, 100 Woodcuts. 8vo. 21 j. 
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RELIGIOUS and MORAL WORKS. 



An Introduction to the 

Study of the New Testament, 
Critical, Exegstical, and Theological. 
By the Rev. S. Davidson, D.D. 
LL.D. New Edition, thoroughly re- 
vised by the Author. 2 vols. Svo. 30?. 

History of the Papacy 

During the Reformation. By M. 
Creighton, M. A. late Fellow of Merton 
College, Oxford. 2 vols. 8vo. Vol. I. 
the Great Schism— the Council of 
Constance, 1378-1418. Vol. II. the 
Council of Basel — the Papal Restora- 
tion, 14 1 8-1464. [//* the press. 

A History of the Church 

of England ; Pre-Reformation Period. 
By the Rev. T. P. Boultbee, LL.D. 
8vo. 1 5 j. 

Sketch of the History of 

the Church of England to the Revo- 
lution of 1688. By T. V. Short, 
D.D. Crown 8vo. 7-r. 6d. 

The English Church in 

the Eighteenth Century. By C. J. 
Abbey, late Fellow of Univ. Coll. 
Oxon. and J. II. Overton, late 
Scholar of Lincoln Coll. Oxon. 2 vols. 
8vo. 36J. 

An Exposition of the 39 

Articles, Historical and Doctrinal. By 
E. H. Browne, D.D. Bishop of Win- 
chester. Eleventh Edition. 8vo. 16s. 

A Commentary on the 

39 Articles, forming an Introduction to 
the Theology of the Church of England. 
By the Rev. T. P. Boultbee, LL.D. 
New Edition. Crown 8vo. 6s. 

Sermons preached most- 
ly in the Chapel of Rugby School 

by the late T. Arnold, D.D. Collective 
Edition, revised by the Author's 
Daughter, Mrs.W. E. Forster. 6 vols, 
crown 8vo. 30J. or separately, 5-r. each. 



H istorical Lectures on i 



the Life of Our Lord Jesus Christ 
By C. J. Ellicott, D.D. 8va \%s* 



The Eclipse of Faith ; or 

a Visit to a Religious Sceptic. By 
Henry Rogers. Fcp. 8vo. 5*. 

Defence of the Eclipse of 

Faith. By H. Rogers. Fcp. 8vo. y. 6d. 

Nature, the Utility of 

Religion, and Theism. Three Essays 
by John Stuart Mill. 8vo. \os.6d, 

A Critical and Gram- 
matical Commentary on St. Paul's 
Epistles. By C. J. Ellicott, D.D. 
8vo. Galatians, &s. 6d. Ephesians, 
Ss. 6d. Pastoral Epistles, 10s. 6d. 
Philippians, Colossians, & Philemon, 
lor. 6d. Thessalonians, *js. 6d. 

Conybeare & Howson's 

Life and Epistles of St Paul 

Three Editions, copiously illustrated. 

Library Edition, with all the Original 
Illustrations, Maps, Landscapes on 
Steel, Woodcuts, &c. 2 vols. 4X0. 42s. 

Intermediate Edition, with a Selection 
of Maps, Plates, and Woodcuts. 2 vols, 
square crown 8vo. 21s. 

Student's Edition, revised and con- 
densed, with 46 Illustrations and Maps. 
I vol. crown 8vo. 7-r. 6d. 

Smith's Voyage & Ship- 
wreck of St. Paul ; with Disserta- 
tions on the Life and Writings of St. 
Luke, and the Ships and Navigation of 
the Ancients. Fourth Edition, revised 
by the Author's Son, with all the 
Original Illustrations. Cr. 8vo. Js.6d. 

A Handbook to the Bible, 

or, Guide to the Study of the Holy 
Scriptures derived from Ancient Monu- 
ments and Modern Exploration. By 
F. R. Conder, and Lieut. C. R. 
Conder, R.E. Third Edition, Maps. 
Post 8vo. 7j. 6d. 

Bible Studies. By M. M. 

Ph.D. Part I. The Pro* 

1 Balaam. Svo. 10s. 6d. 

Mmk cf Jonah. Svo. 
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Historical and Critical 

Commentary on the Old Testament ; 

with a New Translation. By M. M. 
Kalisch, Ph.D. Vol. I. Genesis, 
8vo. 1 8 s. or adapted for the General 
Reader, 12s. Vol. Tl. Exodus, 15*. or 
adapted for the General Reader, 12s. 
Vol. III. Leviticus, Part I. i$s. or 
adapted for the General Reader, Ss. 
Vol. IV. Leviticus, Part II. 15J. or 
adapted for the General Reader, &r. 

The Four Gospels in 

Greek, with Greek-English Lexicon. 
By John T. White, D.D. Oxon. 
Square 32mo. $s. 

Ewald's History of Israel. 

Translated from the German by J. E. 
Carpenter, M.A. with Preface by R. 
Martineau, M.A. 5 vols. 8vo. 63J. 

Ewald's Antiquities of 

Israel. Translated from the German 
by H. S. Solly, M.A. 8vo. 12s. 6d. 

The New Man and the 

Eternal Life ; Notes on the Reiterated 
Amens of the Son of God. By A. 
Jukes. Crown 8vo. 6s. 

The Types of Genesis, 

briefly considered as revealing the 
Development of Human Nature. By 
A. Jukes. Crown 8vo. 7-r. 6d. 

The Second Death and 

the Restitution of all Things ; with 
some Preliminary Remarks on the 
Nature and Inspiration of Holy Scrip- 
ture. By A. Jukes. Crown 8vo. $s. 6d. 

Supernatural Religion ; 

an Inquiry into the Reality of Di- 
vine Revelation. Complete Edition, 
thoroughly revised. 3 vols. 8vo. 36J. 

Lectures on the Origin 

and Growth of Religion, as illus- 
trated by the Religions of India. 
By F. Max M u ller, KM. 8vo. 
I Or. 6d. 

Introduction to the Sci- 
ence of Religion, Four Lectures de- 
livered at the Royal Institution ; with 
Essays on False Analogies and the 
Philosophy of Mythology. ByF. Max 
Mu ller, K.M. Crown 8vo. 10s. 6d. 



The Gospel for the Nine- 
teenth Century. Fourth Edition. 
8vo. price 10s. 6d. 

Passing Thoughts on 

Religion. By Miss Sewell. Fcp. 8vo. 
price 3-r. 6d. 

Preparation for the Holy 

Communion ; the Devotions chiefly 
from the works of Jeremy Taylor. By 
Miss Sewell. 321110. 3}. 

Private Devotions for 

Young Persons. Compiled by 
Elizabeth M. Sewell, Author of 
'Amy Herbert* &c. i8mo. 2s. 

Bishop Jeremy Taylor's 

Entire Works ; with Life by Bishop 
Heber. Revised and corrected by the 
Rev. C. P. Eden. 10 vols. ,£5. $s. 

Hymns of Praise and 

Prayer. Corrected and edited by 
Rev. John Martineau, LL.D. 
Crown 8vo. 4J. 6d. 32mo. is. 6d. 

Spiritual Songs for the 

Sundays and Holidays throughout 
the Year. By J. S. B. Monsell, 
LL.D. Fcp. 8vo. $s. i8mo. 2s. 

Christ the Consoler; a 

Book of Comfort for the Sick. By 
Ellice Hopkins. Second Edition. 
Fcp. 8vo. 2s. 6d. 

Lyra Germanica ; Hymns 

translated from the German by Miss C. 
Winkworth. Fcp. 8vo. 5j. 

Hours of Thought on 

Sacred Things ; Two Volumes of Ser- 
mons. By James Martineau, D.D. 
LL. D. 2 vols, crown 8vo. 7*. 6d. each. 

Endeavours after the 

Christian Life ; Discourses. By 
James Martineau, D.D. LL.D. 
Fifth Edition. Crown 8vo. Js. 6d. 

The Pentateuch & Book 

of Joshua Critically Examined. 
By J. W. Colenso, D.D. Bishop of 
Natal. Crown 8vo. 6s. 

Lectures on the Penta- 
teuch and the Moabite Stone ; with 
Appendices. By J. W. Colenso, 
D.D. Bishop of Natal. 8vo. I2x. 
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TRAVELS, VOYAGES, &c. 



Sunshine and Storm in 

the East, or Cruises to Cyprus and 
Constantinople. By Lady Brassey. 
Cheaper Edition, with 2 Maps and 114 
Illustrations engraved on Wood. Cr. 
8vo. Js. 6d. 

A Voyage in the 'Sun- 
beam/ our Home on the Ocean for 
Eleven Months. By Lady Brassey. 
Cheaper Edition, with Map and 65 
Wood Engravings. Crown 8vo. 7-r. 6d. 
School Edition, fcp. 2s. Popular 
Edition, 4to. 6d. 

Jiight Years in Ceylon. 

"" By Sir Samuel W. Baker, M.A. 
" Crown 8vo. Woodcuts, Js. 6d. 

The Rifle and the Hound 

in Ceylon. By Sir Samuel W. Baker, 
M.A. Crown 8vo. Woodcuts, *]s. 6d. 

Sacred Palmlands ; or, 

the Journal of a Spring Tour in Egypt 
and the Holy Land. By A. G. Weld. 
Crown 8vo. 7*. 6d. 

Wintering in the Ri- 
viera ; with Notes of Travel in Italy 
and France, and Practical Hints to 
Travellers. By William Miller, 
S.S.C. Edinburgh. With 12 Illus- 
trations. Post 8vo. p. 6d. 

» ■ 

San Remo and the Wes- 
tern Riviera, climatically and medi- 
cally considered. By A. Hill Hassall, 
M.D. Map and Woodcuts, Crown 
8vo. IQS.bd. 



Himalayan and Sub- 

Himalayan Districts of British 
India, their Climate, Medical Topo- 
graphy, and Disease Distribution. By 
F, N. Macnamara, M.D. With 
Map and Fever Chart. 8vo. 21s. 

The Alpine Club Map of 

Switzerland, with parts of the Neigh- 
bouring Countries, on the scale of Four 
Miles to an Inch. Edited by R. C. 
Nichols, F.R.G.S. 4 Sheets in» 
Portfolio, 42J. coloured, or 34J. un- 
coloured. 

Enlarged Alpine Club Map of 

the Swiss and Italian Alps, on the 
Scale of 3 English Statute Miles to I 
Inch, in 8 Sheets, price is. 6d. each. 

The Alpine Guide. By 

John Ball, M.R.I. A. Post8vo. with 
Maps and other Illustrations : — 

The Eastern Alps, ioj. 6d. 
Central Alps, including all 

the Oberland District, *]s. 6d. 

Western Alps, including 

Mont Blanc, Monte Rosa, Zermatt, &c. 
Price dr. 6d. 

On Alpine Travelling and 

the Geology of the Alps. Price is. 
Either of the Three Volumes or Parts of 
the ' Alpine Guide ' may be had with 
this Introduction prefixed, is. extra. 



WORKS of FICTION. 



The Hughenden Edition 

of the Novels and Tales of the 
Earl of Beaconsfield, K.G. from 
Vivian Grey to Endymion. With 
Maclise's Portrait of the Author, a 
later Portrait on Steel from a recent 
Photograph, and a Vignette to each 
volume. To the last volume, Endy- 
mion, is appended a brief Memoir of 
the Life and Political Career of the 
Earl of Beaconsfield. Eleven Volumes, 
crown 8vo. bound in cloth extra, 42J. 



Novels and Tales. By the 

Right Hon. the Earl of Beacons- 
field, K.G. The Cabinet Edition. 
Eleven Volumes, crown 8vo. 6s. each. 

The Novels and Tales of 

the Right Hon. the Earl of Bea- 
consfield, K.G, Modern Novelist's 
Library Edition, complete in Eleven 
Volumes, crown 8vo. price 22s. boards, 
or 2 7 s. &/. cloth. 
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Buried Alive ; or, Ten 

Years of Penal Servitude in Siberia, 
By Fedor Dostoyeffsky. Trans- 
lated from the German by Marie von 
Thilo. Fourth Edition, Post8vo. 6s. 



Whispers from Fairy- 
land. By the Right Hon. £. H. 
Knatchbull-Hugessen, M.P. With 
9 Illustrations. Crown 8vo. 3*. 6d. 

Higgledy-Piggledy; or, 

Stories for Everybody and Every- 
body's Children. By the Right Hon. 
E. H. Knatchbull-Hugessen, M.P. 
With 9 Illustrations. Uniform, £r. &/. 

Stories and Tales. By 

Elizabeth M. Sewell. Cabinet 
Edition, in Ten Volumes, crown 8vo. 
price 3j. 6d. each, in cloth extra, with 
gilt edges : — 



Amy Herbert. 

Gertrude, 

The Earl's Daughter 

Experience of Life. 

Cleve Hall. 



Ivors. 

Katharine Ashton. 

Margaret Percival. 

Laneton Parsonage. 

Ursula. 



The Modern Novelist's 

Library. Each work complete in itself, 
price 2s. boards, or 2s. 6d. cloth : — 

By Earl Beaconsfield, K.G. 
Endymion. 



Lotfaair. 

Coningrsby. 

Sybil 

Tancred. 

Venetia. 



Henrietta Temple. 
Contarini Fleming,&c. 
Alroy, Ixion, &c 
The Young: Duke, &c 
Vivian Grey. 



By Anthony Trollope. 

Barchester Towers. 
The Warden. 

By Major Whyte-Melville. 



Digby Grand. 
General Bounce. 
Kate Coventry. 
The Gladiators. 



Good for Nothing. 
Holmby House. 
The Interpreter. 
Queen's Maries. 

By the Author of ' The Rose Garden.' 

Unawares. 

By the Author of ' Mile. Mori.' 

The Atelier du Lys. 
Mademoiselle Mori. 

By Various Writers. 

Atherstone Priory. 

The Burgomaster 2 Family. 

Elsa and her Vulture. 

The Six Sisters of the Valleys. 1 



Novels and Tales by the Right Honourable the 

Earl of Beaconsfield, K.G. Modern Novelist's Library Edition, complete in 
Eleven Volumes, crown 8vo. cloth extra, gilt edges, price 33*. 



POETRY and THE DRAMA. 



Poetical Works of Jean 

Ingelow. New Edition, reprinted, 
with Additional Matter, from the 23rd 
and 6th Editions of the two volumes 
respectively ; with 2 Vignettes. 2 vols, 
fcp. 8vo. I2j. 

Faust. From the German 

of Goethe. By T. E. Webb, LL.D. 
Reg. Prof, of Laws & Public Orator 
in the Univ. of Dublin. 8vo. lis. 6d. 

Goethe's Faust. A New 

Translation, chiefly in Blank Verse; 
with a complete Introduction and 
copious Notes. By James Adey 
Birds, B.A. F.G.S. Large crown 
8vo. izs. 6d. 



Goethe's Faust. The Ger- 
man Text, with an English Introduction 
and Notes for Students. By Albert 
M. Selss, M. A. Ph.D. Prof, of German 
in the Univ. of Dublin. Cr. 8vo. $s. 

Lays of Ancient Rome; 

with Ivry and the Armada. By Lord 
Macaulay. i6mo. 3s. 6d. 

The Poem of the Cid : a 

Translation from the Spanish, with 
Introduction and Notes. By John 
Ormsby. Crown 8vo. $s. 

Festus, a Poem. By 

Philip Tames Bailey. 10th Edition, 
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